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RETIREMENT READINESS: STRENGTHENING
THE FEDERAL PENSION SYSTEM

WEDNESDAY, JANUARY 25, 2012

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON FEDERAL WORKFORCE, U.S. POSTAL
SERVICE AND LABOR POLICY,
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 9 a.m., in room
2203, Rayburn House Office Building, Hon. Dennis A. Ross (chair-
man of the subcommittee) presiding.

DPresent: Representatives Ross, Walberg, Lynch, Connolly, and
avis.

Staff present: Robert Borden, general counsel; Will L. Boyington,
staff assistant; Jennifer Hemingway, senior professional staff mem-
ber; James Robertson, professional staff member; Peter Warren,
legislative policy director; Jaron Bourke, minority director of ad-
ministration; Kevin Corbin, minority deputy clerk; Ashley Etienne,
minority director of communications; William Miles, minority pro-
fessional staff member; and Mark Stephenson, minority senior pol-
icy advisor/legislative director.

Mr. Ross. Good morning. I will now call the Subcommittee on
Federal Workforce, U.S. Postal Service and Labor Policy to order.

Today’s hearing is on “Retirement Readiness: Strengthening the
Federal Pension System.”

As we do in all Oversight Committees, I will recite the Oversight
Committee mission statement.

We exist to secure two fundamental principles: First, Americans
have a right to know that the money Washington takes from them
is well-spent; and, second, Americans deserve an efficient, effective
government that works for them. Our duty on Oversight and Gov-
ernment Reform Committee is to protect these rights.

Our solemn responsibility is to hold government accountable to
taxpayers, because taxpayers have a right to know what they get
from their government. We will work tirelessly, in partnership with
citizen watchdogs, to deliver the facts to the American people and
bring genuine reform to the Federal bureaucracy.

This is the mission of the Oversight and Government Reform
Committee.

And I know we have votes probably as early as 9:30. So we hope-
fully, especially with just the ranking member and I here today
right now, will be able to get through this panel before we have to
do votes, and then we will impanel our second panel right after
that.

o))



2

With that, I will recognize myself for 5 minutes to deliver my
opening statement.

Today’s hearing will explore options in reforming the entire Fed-
eral pension system to bring it more in line with the private-sector
work force and help balance the budget. It is clear that the tax-
payer cannot afford the current Federal pension cost structure in
the long term.

But what is good for the goose is good for the gander. Today’s
hearing will also explore options to ensure that Members of Con-
gress are treated no better than their fellow citizens in the Federal
work force. The taxpayer has had enough of “do what I say, not
what I do” from Washington.

Being a Member of Congress is not a career; it is an honor be-
stowed upon a few by the great people of this Nation—a great peo-
ple who pay a great price for a work force and a Congress that
costs too much.

According to an August 10, 2010, analysis conducted by the
CATO Institute, the Federal Government pays almost $42,000 in
health insurance and pension benefits for Federal employees,
which is nearly four times greater than that which is the average
in the private sector.

Worse, Members of Congress currently receive a pension benefit
that is vastly better than the rest of the Federal work force. Ac-
cording to the Office of Personnel Management, the average annual
pension for those retiring from Congress was $53,940. To put it in
perspective, the average Social Security recipient receives $14,000
per year.

In 2010, Obama’s deficit-reduction commission recommended in-
creasing the amount Federal employees pay toward their retire-
ment and to start calculating their pension using the employee’s
average of 5-year salary rather than the current 3-year salary as
a base.

Last December, Republicans in the House of Representatives
passed H.R. 3630, which called for reform of the Federal pension
system, making it more comparable to the marketplace and saving
taxpayers $38 billion, according to the Congressional Budget Office.

The bill also included recommendations of the President’s deficit
commission: increase the employee retirement contribution; elimi-
nate the supplemental payment to individuals who voluntarily re-
tire before age 62; and changed the pension formula for new hires.
The bill also applied to Members of Congress and their staff.

Unfortunately, this bill died in the Senate, but I suppose we
should not expect too much since it currently takes over 1,000 days
to pass a budget in that chamber.

Today we will hear from distinguished witnesses to examine the
current policies and formulas that govern Federal pensions under
the Civil Service Retirement System and the Federal Employees
Retirement System. We will also hear from several Members of
Congress who have introduced legislation aimed at adjusted or
eliminating Members’ pension coverage.

Today’s hearing is not about beating up on Federal employees or
even Members of Congress. It is about living in the real world—
a world where defined-benefit pension plans are disappearing and
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market-driven solutions, like the Federal Thrift Savings Plan, are
on the rise.

Protecting taxpayers and ensuring reasonable retirements for the
Federal work force is our primary goal. But a deeper reality should
set in here in Washington: The American people demand in their
elected representatives a willingness to live under the laws they
pass. They are tired of the perks and hypocrisy they witness in
their Congress and are rightfully outraged by the pension benefits
guaranteed to a Federal work force that has grown too large, paid
for through an ever-increasing tax burden on the hardworking
American taxpayer. Too many working Americans watched their
pensions evaporate because of the economic consequences of debt
and borrowing caused, in part, by these unsustainable promises.

There is no way to ensure value to the taxpayer and security to
the worker, both private and public sector—there is—excuse me—
there is a way to ensure value to the taxpayer and security to the
worker, both public and private sector, through a more affordable
pension system.

On top of today’s hearing, I will be introducing legislation that
overhauls the Federal pension system and applies to Members of
Congress. H.R. 3813 would increase the employee and Member re-
tirement contribution by 1% percent of salary over 3 years. My bill
would also eliminate the supplemental payment to individuals who
voluntarily retire before the age of 62; increases the employee re-
tirement contribution for new hires; changes the multiplier used in
the pension formula; and uses a 5-year average as a salary base.
Anﬁ all of these reforms would apply to Members of Congress, as
well.

As Congress looks forward to cut costs, Congress must also lead
by example. I sincerely hope that this is just the beginning of a re-
form year in which we make government and Congress more ac-
countable.

I thank the witnesses for appearing today, and I look forward to
your testimony.

And I now recognize my friend and ranking member from Massa-
chusetts, Mr. Lynch.

[The prepared statement of Hon. Dennis A. Ross follows:]
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Today’s hearing will explore options in reforming the entire federal pension system to bring it
more in line with the private sector workforce and help balance the budget.

It is clear that the taxpayer cannot afford the current federal pension cost structure, long term.

But what’s good for the goose, is good for the gander. Today’s hearing will also explore options
to ensure that Members of Congress are treated no better than their fellow citizens in the federal
workforce.

It is AS clear that the taxpayer has had enough of “Do what I say, not what I do” from
Washington. Being a Member of Congress is not a career, it’s an honor bestowed upon a few, by
the great people of this nation.

A great people who pay a great price for those honored to serve.

According to an August 10, 2010 analysis conducted by the Cato Institute, the federal
government pays almost $42,000 in health insurance and pension benefits for federal employees,
which is nearly four times greater than the average private sector worker.

Worse, Members of Congress currently receive a pension benefit that is vastly better than the
rest of the federal workforce., According to the Office of Personnel Management, the average
annual pension for those retiring from Congress was $53,940 in 2010.

To put it in perspective, the average Social Security recipient receives $14,000 per year.

In 2010, President Obama’s deficit reduction commission recommended increasing the amount
federal employees pay toward their retirement and to start calculating their pension using the
employee’s average five year salary as a base.

Last December, Republicans in the House of Representatives passed HR 3630 which called for
reform of the federal pension system, making it more comparable to the marketplace and saving
taxpayers $38 billion (according to the Congressional Budget Office).

The bill included the recommendations of the President’s deficit commission and increased the
employee retirement contribution, eliminated the supplemental payment to individuals who
voluntarily retired before age 62 and changed to the pension formula for new hires.

This bill applied to Members of Congress and their staff.

Unfortunately, this bill died in the Senate. But I suppose we should not expect too much as it
currently takes over 1,000 days to pass a budget over there.

Today we will hear from distinguished witnesses to examine the current policies and formulas
that govern federal pensions under the Civil Service Retirement System and the Federal
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Employees’ Retirement System. We will also hear from several Members of Congress who have
introduced legislation aimed at adjusting or eliminating Members’ pension coverage.

Today’s hearing is not about beating up on federal employees, or even Members of Congress. It
is about living in the real world. A world where defined benefit pension plans are disappearing
and market driven solutions, like the federal TSP, are on the rise.

Protecting the taxpayer and ensuring reasonable retirements for federal workers is our primary
goal.

But a deeper reality should set in here in Washington.

The American people demand in their elected Representatives a willingness to live under the
laws they pass. They are tired of the perks and hypocrisy they witness in their Congress and are
rightfully outraged by the pension benefits guaranteed to a federal workforce that has grown too
large, paid for through an ever increasing tax burden on the American worker. Too many hard
working Americans watched their pensions evaporate because of the economic consequences of
debt and borrowing caused in part by these unsustainable promises.

There is a way to ensure value to the taxpayer and security to the worker, both private and
public sector, through a more affordable pension system.

On top of today’s hearing, I will be introducing legislation that overhauls the federal pension
system and applies to Members of Congress. HR #### would increase the employee and
Member retirement contribution by 1.5 percent of salary over three years. My bill also
eliminates the supplemental payment to individuals who voluntarily retire before age 62;
increases the employee retirement contribution for new hires by 3.2 percent; changes the
multiplier used in the pension formula; and uses a five year average salary base.

And all of these reforms would apply equally to Members of Congress and federal employees.

As Congress looks for ways to cut costs, Congress must also lead by example. I sincerely hope
this is just the beginning of a reform year in which we make government — AND CONGRESS —
more accountable.

1 thank the witnesses for appearing here today and I look forward to their testimony.
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Mr. LyncH. Thank you very much, Mr. Chairman. It is good to
be with you this morning.

I do have to say, though, this is really—this hearing really is an
attack on Federal employees, on Federal pensions. Only in Con-
gress, only in the U.S. Congress, would a hearing entitled “Retire-
ment Readiness: Strengthening the Federal Pension System” con-
sist of eliminating Federal pensions. That is the way that my col-
leagues have suggested they are going to strengthen the pension
system, is by eliminating the pension system.

A couple of other things. The President did indeed recommend
that Federal employees pay more for their pension, make greater
contributions. The President also suggested we eliminate the sup-
plemental benefit for early retirees. But he introduced those ideas
as part of a—in a context of asking the wealthiest in this country
also to kick in, to pay a little bit more. So he conceded that, yes,
we should ask Federal employees to contribute more; yes, we
should pare back benefits in light of our economic crisis. But at the
same time, the President said, could we ask the wealthiest in this
country to pay a little bit more?

And that is why the bill went nowhere in the Senate. That is
why it crashed and burned over there, because a lot of folks on the
Republican side have signed this oath, this oath to Grover
Norquist, that under no circumstances will they raise taxes. They
won’t raise taxes on the wealthiest. They won’t raise taxes to pay
for the war in Iraq, they won’t raise taxes to pay for the war in
Afghanistan, even though they describe themselves as being pro-
military. Pro-military as long as they don’t have to pay for it.

And this hearing and much of the testimony that you will hear
today is really an attack on Federal workers. There are some com-
parisons here—we will get into it later—but it is sad, it is really
sad in this day and age that we would just go after our Federal
employees.

You know, eliminating pensions for Federal workers and elimi-
nating pensions for Members of Congress is popular, I guess. And
I think that, you know, we could have a bill that the people would
support if we eliminated—if we eliminated all pay for Members of
Congress, make them work for zero; eliminate their health benefits;
eliminate their pensions; make them walk to work, even if from
Massachusetts, make them walk back and forth. I think, you know,
Congress is very unpopular right now. There is one poll out there
that says that Congress’ popularity is somewhere between the
Taliban and the swine flu. And we probably deserve that. So, you
know, it is one thing to acknowledge that and try to do better. It
is quite another to feed into it.

And if we eliminate pensions and health benefits and cut pay for
Members of Congress, pretty soon it will get to a point that only
people who are independently wealthy—you know, if we really are
ascribing to the wishes of the Founders of this Nation and those
who drafted our Constitution, the Framers of the Constitution real-
ly thought that Congress should be constituted by a mixture of peo-
ple and backgrounds. If we eliminate pay and pensions and health
benefits for Members of Congress, only those people who are inde-
pendently wealthy or retired and have had a full career will be able
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to come here, will be able to afford to come here and represent the
people in this great government.

So I think it is pathetic, really, that so many bills are out here
to go after Federal employees. We are asked to, in every aspect of
government, match up against a private sector that is enormously
well-funded and well-equipped to deal with some of the issues,
whether it is financial services or environmental issues. We have
a hard time matching up, posting up against people who we are,
you know, proposed to regulate.

But I thank the gentleman. I look forward to the testimony, and
I yield back the balance of my time.

Mr. Ross. Thank you, Mr. Lynch.

I now ask unanimous consent that the statement of House Ad-
ministration Chairman Dan Lungren be placed into the record.

Without objection, it is so ordered.

Members have 7 days to submit opening statements and extra-
neous material for the record.

I will now introduce our first panel, and I welcome our witnesses.

We have Mr. Chuck Grimes, who is the chief operating officer for
the Office of Personnel Management. We have Dr. Andrew Biggs,
who is a resident scholar at the American Enterprise Institute. We
have Mr. Pete Sepp, who is executive vice president of the National
Taxpayers Union. And we have Mr. David Snell, who is the direc-
tor of retirement benefits for the National Active and Retired Fed-
eral Employees Association.

Pursuant to committee rules, all witnesses will be sworn in be-
fore they testify. So please rise and raise your right hands.

[Witnesses sworn. ]

Mr. Ross. Thank you.

Let the record reflect that all of the witnesses answered in the
affirmative.

In order to allow time for our discussion, please limit your com-
ments to 5 minutes, and please also understand that your entire
written statement will be made part of the record of this pro-
ceeding.

With that, I will recognize Mr. Grimes for 5 minutes for an open-
ing.

STATEMENTS OF CHARLES D. GRIMES III, CHIEF OPERATING
OFFICER, U.S. OFFICE OF PERSONNEL MANAGEMENT; AN-
DREW G. BIGGS, PH.D., RESIDENT SCHOLAR, AMERICAN EN-
TERPRISE INSTITUTE; PETE SEPP, EXECUTIVE VICE PRESI-
DENT, NATIONAL TAXPAYERS UNION; AND DAVID B. SNELL,
DIRECTOR OF RETIREMENT BENEFITS, NATIONAL ACTIVE
AND RETIRED FEDERAL EMPLOYEES ASSOCIATION

STATEMENT OF CHARLES D. GRIMES III

Mr. GRIMES. Chairman Ross, Ranking Member Lynch, and mem-
bers of the subcommittee, thank you for the opportunity to appear
before you to discuss Federal pensions.

OPM’s mission is to recruit, retain, and honor a world-class work
force to serve the American people. As part of that mission and by
law, OPM oversees administration of the Civil Service Retirement
System [CSRS], and the Federal Employees Retirement System
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[FERS], covering annuitants in the executive, legislative, and judi-
cial branches.

OPM processes annuity payments for retirees and their sur-
vivors. As of October 1, 2010, there were 1.52 million CSRS annu-
itants, with an average monthly annuity of $2,941, based upon 29.6
years of service; and 361,000 FERS annuitants, with an average
monthly annuity of $1,065, based on 17.2 years of service. There
were 262 retired CSRS Members, with an average monthly annuity
of $5,785, based on 20.7 years of service; and 181 retired FERS
members, with an average monthly annuity of $3,205, based on
16.2 years of service.

Generally, Federal employees who entered service prior to 1984
are covered by CSRS. When established in 1920, coverage was lim-
ited to permanent and competitive employees in the executive
branch. In the 1940’s, coverage was extended to agency heads and,
upon election, to the President, Vice President, and Members of
Congress.

With some exceptions, Federal employees contribute 7 percent of
their pay to CSRS, congressional employees contribute 7.5 percent,
and Members contribute a combined 8 percent of their pay to CSRS
and Social Security, while the employing agency pays those rates
into the retirement fund. The CSRS defined annuity benefit is com-
puted based on the high—3 average pay and length of service.

The Federal Employees Retirement System Act of 1986 estab-
lished a new three-tier retirement structure with a defined benefit
annuity, a defined contribution under TSP, and Social Security.
Generally, Federal employees who entered service on or after Janu-
ary 1, 1984, are covered by FERS, and Members first elected in
1984 or later are automatically covered.

With FERS, Congress made a conscious and conscientious deci-
sion to prevent the underfunding problems that have plagued so
many private, State, and local defined-benefit retirement systems.
FERS was designed as a fully funded retirement system with a dy-
namic normal cost-of-service credit paid for by the employer and
employee contributions. It was also designed to better serve the
needs of a more mobile work force. Though the defined benefit pro-
vides maximum benefits when an employee continues Federal em-
ployment into retirement, TSP and Social Security are fully port-
able.

Under FERS, Federal employees contribute 0.8 percent of their
pay, and the employing agency in fiscal year 1912 contributes 11.9
percent. Members and congressional employees pay 1.3 percent,
and Congress pays 16.7 percent for employees and 18.3 percent for
Members. Federal employees and Member contribute 6.2 percent of
their pay to Social Security, with the exception of 2011 and the
first couple of months of 2012 due to the payroll tax relief bill.

The FERS basic annuity is computed based on the high-3 aver-
age pay and length of service. In addition, some FERS retirees may
be entitled to receive an annuity supplement, payable to age 62,
based on the potential Social Security benefit earned by Federal
employment.

On September 19, 2011, President Obama released “Living With-
in Our Means and Investing in the Future: The President’s Plan
for Economic Growth and Deficit Reduction.” The President’s plan
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proposed an increase in the employee contribution to FERS and
CSRS, as well as other defined-benefit plans not administered by
OPM. Federal employees’ total pension amounts would remain un-
changed, and the employee contribution would increase 0.4 percent
of pay a year over 3 years, for a total increase of 1.2 percentage
points.

The President’s plan also proposed the elimination of the FERS
annuity supplement for new employees, other than employees sub-
ject to mandatory retirement. Overall, the plan is estimated to save
$21 billion over 10 years.

Thank you for the opportunity to testify today, and I am happy
to address any questions you may have.

[The prepared statement of Mr. Grimes follows:]
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Chairman Ross, Ranking Member Lynch and members of the Subcommittee:

Thank you for allowing me the opportunity to appear before you today to discuss Federal
pensions. As you know, the topic of pension plans has been in the media for local, State and
Federal employees over the past several months. The Office of Personnel Management’s (OPM)
mission is to recruit, retain and honor a world-class workforce 1o serve the American people. As
part of that mission, and by law, OPM oversees the administration of the Civil Service
Retirement System (CSRS) and the Federal Employees’ Retirement System (FERS) on behalf of
Federal annuitants. These include Federal employees in the executive, legislative and judicial
branches of the Federal Government. OPM is responsible for processing the annuity payments

for retired Federal employees and their survivors, including Members and Congressional

Congressional and Legislative Affairs « 1900 E Street, N.W, » Room SH30 « Washington, DC 20415 » 202-606-1300
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employees. As of October 1, 2010, there were 1.52 million CSRS annuitants with an average
annuity of $2,941 per month based upon 29.6 years of service and 361 thousand FERS
annuitants with an average annuity of $1,065 per month based upon 17.2 years of service. As for
Members, there were 262 retired CSRS Members with an average annuity of $5,785 per month

based upon 20.7 years of service and 181 retired FERS Members with an average annuity of

$3,205 per month based upon 16.2 years of service.

Civil Service Retirement System

Generally, Federal employees and Members that have retirement coverage and entered service
prior to 1984 are covered by CSRS. CSRS is a defined benefit plan where Federal employees
and Members share in the expense of the annuities. When the Civil Service was originally
established in 1920, Federal employee coverage was limited to permanent competitive
employees in the executive branch. In the years thereafter, coverage was extended to other
classes of employees. The Act of January 24, 1942, (P.L. 77-411) changed the existing approach
regarding retirement coverage, greatly expanding it. That Act extended coverage to heads of
executive departments and agencies, and, upon their election, to the President, Vice President,
and Members of Congress. However, this extension of coverage was promptly rescinded by
legislation approved March 7, 1942 (P.L. 77-490). Members of Congress were finally permitted
to be covered, at their option, by section 602 of Public Law 79-601, approved on August 2, 1946.
At that time, the new law provided that Members® annuities would be computed with a multiplier
of 2.5 percent per year of service, with a maximum of 75 percent attained after 30 years. By way
of compatison, while there were three methods of computing annuities for employees, the one

applicable to the highest paid employees (those earning over $2,800 per year) was to multiply the

- UNITED STATES OFFICE OF PERSONNEL MANAGEMENT Page 2 of 7
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average pay by years of service not exceeding 35 and then dividing the result by 70. This yielded

approximately 1.43 percent per year of service, with a maximum annuity of 50% after 35 years

of service.

At the present time, with some exceptions, Federal employees contribute 7 percent of their basic
pay to CSRS, Congressional employees contribute 7.5 percent, and Members contribute a
combined 8 percent of their basic pay to CSRS and Social Security while the employing agency
pays those percentage rates to the Retirement Fund. In addition, Federal employees and
Members under CSRS may also contribute a portion of their basic pay to the Thrift Savings Plan
(TSP). Under CSRS, a Federal employee or Member must complete at least 5 years of creditable
civilian service to be eligible for an annuity. The annuity is computed based on a percentage of
the high-3 average pay and length of service. The average salary applicable to employees and
Members was changed from a high-5 to a high-3 by the Civil Service Retirement Act of 1969
(P.L. 91-93). The high-3 average pay is the average basic pay carned during any three

consecutive years of setvice.

Under CSRS, there were changes in the employee accrual rate, increasing under the Civil Service
Retirement Act of 1956 (P.L. 84-854). Currently, for most employees, the CSRS annuity is
calculated as 1.5 percent for the first 5 years of service, 1.75 percent for the next 5 years of
service and 2.0 percent for each year in excess of 10 years. For Members and Congressional
employees, the CSRS annuity is calculated as 2.5 percent for each year of congressional service
and up fo 5 years of military service, with other service computed at the regular employee rates.

Generally, the CSRS annuity cannot be more than 80 percent of the high-3 average pay, or 80

UNITED STATES OFFICE OF PERSONNEL MANAGEMENT Page 3 of 7
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percent of {inal pay for Members, unless the amount over 80 percent is due to the crediting of
unused sick leave.
Under CSRS, Members are eligible for an unreduced immediate annuity at age 62 if they have
completed at least five years of service or at age 60 with 10 years of Member service. They are
eligible for a reduced immediate annuity at age 55-59 with 30 years of service, and unless
separated by resignation or expulsion, at age 50 if they have completed 20 years of service, or at
any age after completing 25 years of service. Under CSRS, Federal employees are eligible for an

immediate annuity at age 62 if they have completed at least five years of service, at age 60 if

they have completed 20 years of service, or at age 55 after completing 30 years of service.

Federal Employees’ Retirement System

The Federal Employees’ Retirement System Act of 1986 (P.L. 99-335) changed the basic
structure of retirement benefits. It established a new three-tier structure composed of a defined
basic benefit/annuity tier, a defined contribution tier (TSP), plus Social Security, Generally,
Federal employees that have retirement coverage and entered service on or after January 1, 1984
are covered by FERS and Members first elected in 1984 or later are automatically covered by
FERS. When FERS was created, the Congress made a conscious and conscientious decision to
prevent the underfunding problems that have plagued so many private, State, and local defined
benefit retirement systems, FERS was designed as a fully funded staff retirement system, with
the full dynamic normal cost of service credit paid for by employer and employee contributions.
The heart of this is the concept that costs are based upon a calculation of the “normal cost
percentage.” While the technical definition is more detailed and complex, in essence the “normal

cost percentage” is the percentage of salary that must be contributed at the time service is
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perfornied in order to pay the full cost of retirement benefits, assuming that the contributions
begin at first creditable employment, and that the system will continue. The normal cost
percentages change from time to time based upon changes in the underlying economic

assumptions. To fully fund the retirement system, the normal cost percentage of basic pay is paid

into the Retirement Fund at the time service is performed.

When creating FERS, the Congress also made a number of other important policy decisions. One
of these was to make the structure much more portable, and able to serve the needs of an ever
more mobile workforce, While FERS itself provides maximum benefits when an employee

continues Federal employment into retirement, the TSP and Social Security are fully portable.

FERS was designed to replicate the replacement income ratio of the older CSRS for career
employees. However, the Congress required employees to make a greater contribution towards
their retirement. To achieve the same level of retirement income most employees must match the
7 percent of basic pay contributed by CSRS employees (which is paid towards FERS and Social
Security), plus choose to pay an additional 5 percent towards TSP in order to receive the
maximum employer TSP contribution. Realizing that this might be difficult for the lowest paid
employees, the Congress took note of the fact that Social Security benefits are weighted in favor

of lower income employees, thereby achieving a similar level of replacement income for them.

The basic annuity and Social Security portions of FERS require Federal employees and Members
to pay their share each pay period. Currently, Federal employees contribute 0.8 percent of their
basic pay under FERS and the employing agency, in fiscal year 2012, contributes an amount

equal to 11.9 percent of pay. Members and Congressional employees pay 1.3 percent of their
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salary to FERS and Congress pays approximately 16.7 percent of payroll for Congressional
employees and 18.3 percent of pay for Members. In addition, Federal employees and Members
contribute 6.2 percent of their pay to the Social Security taxable wage base, with the exception of

2011 and the first couple months of 2012 after passage of the payroll tax relief which was signed

into law.

Under FERS, a Federal employee or Member must complete at least 5 years of creditable civilian
service to be eligible for the basic annuity. The FERS basic annuity is computed based on a
percentage of the high-3 average pay and length of service. For most employees, the FERS basic
annuity is calculated as 1.0 percent of the high-3 average salary for each year of service. For
employees age 62 or older and over 20 years of service, the FERS basic annuity is calculated as
1.1 percent of the high-3 average salary for cach year of service. For Members and
Congressional employees, the FERS basic annuity is calculated as 1.7 percent of the high-3
average salary for the first 20 years and 1.0 percent of the high-3 average salary for each year
thereafter, In addition to this basic annuity, some FERS retirees may be entitled to receive a
FERS Annuity Supplement payable until the age of 62, The FERS Annuity Supplement is based

upon the amount of the potential Social Security benefit earned by Federal employment.

Generally, under FERS, Federal employees and Members are eligible for an immediate annuity
at age 62 if they have completed at least five years of service, at age 60 with 20 years of service,
at the MRA (Minimum Retirement Age, 55-57 depending upon year of birth) with 30 years of

service. They may also retire at MRA with 10 years of service on a reduced annuity. In addition,
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Members, unless separated by resignation or expulsion, may also retire at age 50 if they have

completed 20 years of service, or at any age after completing 25 years of service.

President Obama’s Reform Efforts

On September 19, 2011 President Obama released Living Within Our Means and Investing in the
Future, the President’s Plan for Economic Growth and Deficit Reduction. The President’s Plan
proposed an increase in the employee contribution to FERS and CSRS, as well as other defined
benefit plans not administered by OPM, While Federal employees’ total pension amounts would
remain unchanged, the employee contribution to FERS proposed would increase 0.4 percent of
pay a year over three years for a total increase of 1.2 percentage points, The President’s Plan also
proposed the elimination of the FERS Annuity Supplement for new employees, other than
employees subject to mandatory retirement. Overall, the plan is estimated to save $21 billion

over 10 years.

Conclusion
I want to thank you for this opportunity to testify today and I am happy to address any questions

you may have.
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Mr. Ross. Thank you, Mr. Grimes.
Mr. Biggs, you are recognized for 5 minutes for an opening.

STATEMENT OF ANDREW G. BIGGS, PH.D.

Mr. BigGs. Thank you very much.

Chairman Ross, Ranking Member Lynch, and members of the
subcommittee, thank you for offering me the opportunity to testify
today with regard to Federal employee retirement benefits.

Legislation has been proposed that would alter Federal employee
retirement benefits by increasing employee contributions and re-
ducing the percentage of final earnings replaced by the FERS pen-
sion plan.

If we wish to ensure comparability of pay between the public and
private sectors, whether these policies make sense depends, in part,
upon how the Federal and private-sector pension provision com-
pares. If Federal compensation drops below private-sector levels,
then the government may have difficulty attracting and retaining
employees. If Federal compensation exceeds private levels, how-
ever, then taxpayer resources may be wastefully employed.

To illustrate potential differences, I analyzed retirement benefits
for a typical Federal employee relative to what a private-sector
worker with the same salary could expect to receive. The details of
my calculations are outlined in my written testimony, but I will
summarize the results here.

While older Federal employees are covered under the Civil Serv-
ice Retirement System, younger and newly hired workers will re-
ceive retirement income from three principal sources: Social Secu-
rity benefits, the defined-benefit Federal Employee Retirement Sys-
tem, and the defined-contribution Thrift Savings Plan. Most pri-
vate-sector workers will receive retirement income from a combina-
tion of Social Security and a defined-contribution 401(k)-type pen-
sion plan.

In a defined-benefit plan, retirement benefits are calculated
using a formula based upon final earnings and the number of years
of service. In a defined-contribution plan by contrast, benefits are
a function of contributions and interest earned over the years.
Workers may choose how to invest their contributions, but they
also bear any market risk associated with those choices.

I assumed a Federal employee retiring at age 62 after 28 years
of service with final earnings of $78,650, which is roughly typical
for Federal employees of that age. At retirement, he or she would
be eligible for the following benefits: $18,264 per year in Social Se-
curity benefits, $23,710 from the FERS plan, and $8,610 from his
or her TSP account. The Federal employee’s total retirement in-
come would equal roughly $50,583, or 64 percent of their final
earnings.

A private-sector worker with the same salary could expect to re-
ceive the same Social Security benefit of $18,264, plus around
$7,044 from a 401(k) plan with a typical employer match. The pri-
vate-sector worker’s total benefit of $25,308 replaces roughly 32
percent of final earnings.

For this stylized employee, Federal retirement benefits are
roughly twice as generous as those paid to a typical private-sector
worker. Federal employees receive an employer match to their de-
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fined-contribution TSP pension that is significantly more generous
than the typical private-sector plan, in addition to which they re-
ceive defined benefits through the FERS plan.

Federal employees also may have access to supplemental benefits
if they retire prior to age 62 and to retiree health coverage. In
short, the Federal Government retiree income package is a gen-
erous one that few private-sector employers match or exceed.

Now, differing employees will experience different outcomes, and
we obviously can disagree about some of the assumptions made in
generating these figures. But no reasonable changes to assump-
tions will show Federal retirement benefits to be comparable to or
inferior to a typical private-sector plan.

These figures alone do not say what we should do about Federal
employee pensions. What matters is the total compensation pack-
age, which includes salaries, pensions, other fringe benefits, job se-
curity, and general working conditions. Yet most peer-reviewed
academic research conducted over the past several decades has
shown Federal employees’ salaries to be higher than those paid to
private-sector workers with similar levels of experience and edu-
cation. My own work with Jason Richwine of The Heritage Founda-
tion found similar results with salaries, while recording a total ben-
efits package that exceeded private-sector levels.

Employee compensation is often described and certainly per-
ceived as a matter of fairness. But the fair level of compensation,
meaning fair both to employees and to taxpayers, is the minimum
level that allows the Federal Government to attract and retain the
employees it needs. It appears that the Federal compensation
taken as a whole exceeds that minimum level, sometimes by a sig-
nificant margin.

Whether to alter the terms of Federal retirement benefits, sala-
ries, or other terms of employment is up to Congress to decide. It
should be done in the context not of meeting some specific budg-
etary goal but of setting pay that competes with but doesn’t super-
sede private-sector levels.

Thank you very much.

[The prepared statement of Mr. Biggs follows:]
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Chairman Ross, Ranking Member Lynch and Members of the Committee,

Thank you for offering me the opportunity to testify with regard to federal employee retirement
benefits. My name is Andrew Biggs and | am a resident scholar at the American Enterprise Institute. The
views | express today are my own and do not represent those of AEl or any other institution.

Legislation has been proposed that would alter federal employee retirement benefits by increasing
employee contributions and reducing the percentage of final earnings replaced by the FERS pension
plan. Whether to increase federal employee pension contributions or reduce pension benefits depends
in part upon how federal and private sector pension provisions compare. Most research indicates that
federal employees receive salaries that are at least comparable to those of private sector workers with
similar levels of education and experience. Other federal employee benefits, such as paid time off, are
also at least comparable to private sector levels.

Thus, the relative generosity of federal employee pensions can influence the attractiveness of the
overall federal compensation package. If federal compensation drops below private sector levels then
the government may have difficulty attracting and retaining employees. If federal compensation
exceeds private levels, however, then taxpayer resources may be wastefully employed.

Background

Federal employees hired prior to 1984 participate in the Civil Service Retirement System (CSRS), a
defined benefit pension plan that provides the entirety of their employer-provided retirement benefits.
CSRS coverage does not include Social Security eligibility, meaning that CSRS benefits are intended to
provide for essentially the entirety of a full-career employee’s retirement income. CSRS employees
contribute 7 percent of their wages to the program.

Federal employees hired since 1984 participate in a mixed defined benefit/defined contribution plan.
The Federal Employee Retirement System (FERS) provides a reduced defined benefit pension while the
Thrift Savings Plan (TSP) provides a defined contribution pension similar to a private sector 401(k) or
non-profit 403(b) plan.

Employees contribute 0.8 percent of their wages to FERS. Contributions to the TSP are voluntary,
although the federal government makes a 1 percent of salary contribution even for employees who
make no deposits of their own. In addition, the government makes matching contributions for
employees who do participate in the TSP. The government matches contributions dollar-for-dollar for
the first 3 percent of pay contributed by the employee and 50 cents on the dollar contributions above
that level, to a maximum employer match of 5 percent of salary for workers who contribute 5 percent or
more of pay.

in addition, FERS-covered workers participate in Social Security on the same terms as private sector
employees. Thus, total retirement income for a full-career employee could be expected to be the sum of
FERS, TSP and Sacial Security benefits.

2{Page
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Comparing federal and private sector retir t benefits: A ption:

In this section | compare the retirement benefits available to a typical federal employee versus what a
similarly-paid worker in private sector employment would be likely to receive. While no illustration
accurately reflects all individuals, the assumptions made in these calculations are reasonable and small
differences should not materially alter the results.

| began by creating a stylized salary history for a federal employee who begins federal service in 1984 at
age 34 and retires in 2012 at age 62 with final earnings of $78,650, roughly equal to a typical federal
employee’s salary at that age. | then estimate prior year earnings using annual wage growth factors
reported in the FERS/CSRS annual report.” The working lifetime of 28 years is consistent with average
federal experience.? | assume retirement at age 62 in order to simplify comparisons of Social Security
benefits, although the average federal employee actually retires four years younger at age 58.*

This illustration differs from reality in one important sense: it calculates benefits available under the
FERS/TSP/Social Security combination, even though most federal employees retiring today after 28
years of service would be covered under CSRS. Since CSRS is closed to new entrants, the intent of the
example is to ilustrate federal and private sector benefits payable under rules and practices in place
today.

For defined contribution TSP and 401(k) plans, | assume that both federal and private sector employees
contribute 6 percent of pay and receive the maximum employer matching contribution. | assume that
the private sector employer provides a 401(k) matching contribution equal to 3 percent of worker
salaries. This is the median value calculated by the Bureau of Labor Statistics for workers classified as
“Management, professional, and related.”® Likewise, | assume that the federal government makes the
maximum employer match of 5 percent of pay.
Table 1 illustrates assumed pension contribution
Federal rates for federal and private sector workers.

For comparability between defined benefit and
defined contribution pensions, | follow
Congressional Budget Office practice in assuming
that contributions to the TSP and 401(k) plans are

* Author’s calculations from OPM Fedscope data.

% see “Annual Report of the Board of Actuaries, Civil Service Retirement and Disability Fund Fiscal Year Ended
September 30, 2010. Released February 2011.

® Congressional Budget Office. “Characteristics and Pay of Federal Civilian Employees.” March 2007.

* While broadly accurate, the specifics of this stylized earnings history matter little for comparisons of the relative
generosity of federal and private sector pensions. The reason is that federal and private sector workers with the
same earnings would receive the same Social Security benefits and their other pension benefits are proportional to
their earnings.

* Source: National Compensation Survey.
http://www.bis.gov/ncs/ebs/detailedprovisions/2010/ownership/private/tabie28a.txt
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invested in government bonds.® This adjustment recognizes the trade-off between risk and return in
investments such as stocks and produces a guaranteed retirement benefit whose value can easily be
compared to guaranteed benefits received through a defined benefit pension.

1 assume that workers convert their TSP or 401{k} balances to an inflation-adjusted life annuity at
retirement using rates published by the Thrift Savings Plan. This allows for easy comparison of DC
pensions, which produce lump sums at retirement, to the annual benefit payments provided under DB
pension plans.

Comparing federal and private sector retir benefits: R s

At retirement, the federal employee would be eligible for an annual FERS benefit of approximately
$23,710 per year. FERS benefits are eligible for annual Cost of Living Adjustments, although not to the
full extent that Social Security benefits are. The annual benefit payable based on the federal employee’s
TSP account, inclusive of both worker and employer contributions, would be roughly $8,610. This
amount is also assumed to be inflation-adjusted post-retirement. Finally, the federal employee would be
eligible for Social Security benefits at age 62 of approximately $18,264 per year.

Total annual federal employee retirement benefits
would equal $50,583. This amount is equal to 64
percent of earnings immediately preceding
retirement. Financial advisors generally
recommend a “replacement rate” of 70 to 80
$50,583 percent of final earnings for an adequate
retirement income. Note, however, that this
example assumes a very truncated working career,
beginning at age 34 and ending at age 62. Thus, for neither the federal nor private sector worker can
this example render judgment on the adequacy of retirement income for a typical full-career worker.

A worker employed in the private sector would most likely rely upon Social Security and a defined
contribution 401(k) pension plan for retirement income. A private sector worker with the same earnings
as a federal employee covered under FERS would receive the same Social Security benefit, in this case
$18,264 per year. Based on a total employee/employer contribution of 9 percent of pay to a 401(k),
annual income payable from the account at age 62 would be approximately $7,044. This payment, like
benefits from the TSP, is assumed to be adjusted for inflation.

Total retirement income for the private sector worker would be approximately $25,308 per year. This is
equal to 32 percent of pre-retirement earnings and is almost precisely half what a federal employee
with similar earnings would be eligible to receive.

Variations in the generosity of federal pensions

& Congressional Budget Office. “Evaluating and Accounting for Federal Investment in Corporate Stocks and Other
Private Securities,” 2002.
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The example above illustrates retirement benefits using a typical federal employee. However, the
generosity of pension benefits is not uniform across the federal government. For instance, relative to
the standard FERS package for ordinary civil sefvice employees, the retirement plan offered to
congressional staff is roughly 1.43 times more generous per year of work; to Members of Congress, 1.55
times more generous; and to air traffic controllers and law enforcement officers, roughly 2.15 times
more generous.”

FERS relative to state and local government pensions

Federal employees contribute 0.8 percent of their salaries to FERS and receive a benefit equalto 1
percent of final earnings multiplied by the number of years of service. Very few private sector employers
offer DB pensions and where in operation private sector DB plans are generally non-contributory.
However, it is possible to compare federal employee pensions to those received by state and local
government workers, For purposes of comparison, | restrict myselif to state/local employees who also
participate in Social Security. In these state/local pensions, the average employee contribution as of
2009 was 4.8 percent of pay and the average replacement factor was 1.9 percent of final salary,
meaning that state/local employees contribute roughly 2.6 percentage points of salary for each percent
of final earnings replaced by their plan.® Federal employees, by contrast, pay 0.8 percent of salary for
each percentage point of final earnings replaced, less than one-third as much. | should warn that
accounting differences between federal and state/local pensions complicate these comparisons.
Nevertheless, the federal employee DB pension contribution is low, even by public sector standards.

Additional federal retirement benefits

The comparison above captures the relative generosity of federal and private sector retirement benefits
through a stylized example. However, this example leaves out several important benefits that may be
afforded to federal workers preparing for retirement:

FERS annuity supplement: Federal employees who retire prior to age 62 with unreduced benefits may be
eligible to receive a FERS supplement which approximates the value of the Social Security benefit they
will be eligible to claim once reaching the Social Security retirement age.” The supplement allows long-
career federal employees to retire prior to age 62 while receiving what is in effect an “early-early” Social
Security retirement benefit.

7 Office of Personnel Management. “Federal Employees’ Retirement System; Normal Cost Percentages.” Federal
Register /Vol, 72, No. 109. Thursday, June 7, 2007

® Author’s calculations from Public Plans Database.

® The Office of Personnel Management first estimates the individual’s Social Security benefit as of age 62. OPM
then multiplies this amount by the ratio of the individual's years of service under FERS to 40 years, taken as a full
working career. For instance, an individual who retires after 30 years of federal service would have his estimated
Social Security benefit multiplied by **/4 and thus receive 75 percent of the age-62 Social Security benefit. This
payment continues until the earlier of age 62 or when the individual first becomes eligible for Social Security
henefits. More information on the FERS Annuity Supplement is available at

http.//www.opm.gov/retire/pre/fers/annuitysupp.asp.
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TSP investment return subsidy: There is a significant implicit subsidy to federal employees investing in
the TSP's government bond fund (known as the “G Fund”). The G fund is the largest fund in the TSP,
holding $128.6 billion of the $291 billion TSP total as of December 21, 2010. The G Fund invests solely in
special-issue, non-tradable short-term Treasury securities, which implies that there is neither credit nor
interest rate risk on the fund. However, the interest rate attributed to those short-term securities is
based upon the weighted average yield on all outstanding Treasury securities with durations to maturity
of 4 or more years. In effect, federal employees receive the risk premium attached to long-term
Treasury securities but enjoy the lower risk of short-term securities. According to the TSP, this provides
a rate of return subsidy of almost 1.8 percentage points over the yields available to private investors,
including private sector workers with 401(k) plans.’® Given a current G Fund balance of around $129
biflion, the annual subsidy equals $2.28 billion, which is equal to around 2.0 percent of total federal
employee payroll.

Conclusions

The TSP is a more generous defined contribution plan than the typical 401{k) offered to private sector
employees, with an employer match that is larger than that offered to roughly 80% of private sector
employees.™ In addition, federal employees continue to receive defined benefit pensions, something
that relatively few private sector employees are eligible for. As a result, federal employees in general
receive employer contributions toward retirement benefits that are significantly in excess of those paid
to similar private sector workers. Combined with salaries and other benefits that most academic studies
have determined to be at least comparable to private sector levels, more generous retirement benefits
can increase total federal employee compensation significantly above what is received by private sector
workers with similar levels of education and experience. Given this, and given ongoing pressures on the
federal budget arising from a number of sources, some have proposed changes to federai employee
retirement benefits, It is my position that any benefits already accrued should not be altered. Those
benefits have been promised and earned, and the obligation to pay them should be honored.

However, in the private sector it is not uncommon that pension provisions be altered on a forward-
looking basis. An employer might freeze its defined benefit pension or change contribution rates to
defined contribution accounts. Market discipline prevents plan sponsors from doing too little or too
much in terms of changes to retirement plans. There is no legal or policy reason why public sector
employees should be exempt from such changes. For instance, if the defined benefit FERS program were
phased out, the retirement package offered to federal government employees would remain
competitive with the vast majority of private sector employers.

Given this, it is unlikely that increases in federal employee pension contributions or reductions in
pension benefits for future federal retirees would lower total compensation below federal workers’
reservation wage, which represents the minimum pay at which a worker will accept a particular type of
job. As a result, a less-generous federal retirement package is unlikely to significantly affect the federal
government’s ability to attract and retain employees.

9 Thrift Savings Plan. G Fund Fact Sheet. Available at https://www.tsp gov/PDF/formspubs/GFund.pdf
** Author's calculations based on BLS data.
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Mr. Ross. Thank you, Dr. Biggs.
Mr. Sepp, you are recognized for 5 minutes for an opening.

STATEMENT OF PETE SEPP

Mr. SEPP. Mr. Chairman and Mr. Ranking Member, members of
the committee, I am very grateful that you invited National Tax-
payers Union to testify today.

I will begin my testimony by referring to another testimony, one
that occurred in 1984 from our pension consultant at the time, H.P.
Mueller. He pointed out not only the dimensions of the old Civil
Service Retirement System and its possible financial difficulties; he
also talked about how that current system was unfair to Federal
retirees and employees, as well. So we are approaching this issue
from both perspectives.

Another interesting parallel, though, is that he was saying, even
at that time, that the consultants the committee that he was testi-
fying before, Hay Associates, paid to try and do private-sector com-
parisons with pensions still were not including an adequate uni-
verse of the private sector to conduct such a comparison. I think
we still have those difficulties today. I think it is a testament to
my fellow panelist, Mr. Biggs, that he could come up with such
great comparisons with the private sector.

That is one of the points that I would like to make in this testi-
mony. We still need high-quality data to do good comparisons of
congressional Federal employee compensation versus the private
sector. That is going to be necessary for any reform efforts moving
forward.

Another point I would like to make has to do with bipartisan-
ship. We are going to have a great deal of partisan disagreement
over what direction to take over pension reform. I would contend
that this kind of bipartisan effort has to begin not only within Con-
gress but outside of Congress. We are willing to do that; we have
been doing that.

I would call your attention to this report, “Toward Common
Ground.” This was put out by NTU and U.S. Public Interest Re-
search Group, a left-of-center organization, identifying over a tril-
lion dollars’ worth of budget savings. This was not easy. It took us
sitting down in a room, arguing with each other, literally coming
close to pulling each other’s hair out, but we settled on these rec-
ommendations.

One of them had to do with the granting of waivers under OPM
for retired annuitants coming back into Federal service and draw-
ing full dual compensation. We noted that if this practice were cur-
tailed, if the rules were restored to a more reasonable level, you
could achieve something on the order of $600 million in savings
over 5 years. Not much, but it is a start. My message: If we can
do it, so can Congress.

Which brings me to Congress. I am not here necessarily to argue
that Members should not be compensated at all. How about we
start with a few basic reforms that can show the American people
we are trying to make progress?

One I think, H.R. 981. It would allow Members to opt out of the
FERS system. That is a good start. H.R. 2162, it would expand the
number of felonies to 20 that would disqualify a Member for receiv-
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%ngda pension. Let’s start there, see where else this could possibly
ead.

One example might be to simply equalize the contribution rates
and benefit formulas for Members with those of the general Fed-
eral rank-and-file. I know my testimony has conducted a couple of
comparisons along those lines. One I would like to point your atten-
tion to—and, here again, I am not talking about comparisons be-
tween the general public and Members of Congress but rather be-
tween Members and the rank-and-file. Is the differential, the
amount of extra benefit plus the amount of extra contribution
Members pay, justifiable? I would argue the time has come to re-
consider that.

Just one illustration: Ten years of service of a lawmaker, 10
years of service of a rank-and-file employee, same salary. The em-

loyee gets about $15,600 in pension to start at 62; the Member,
526,600. For that differential, the Member pays a little over $8,300
over his or her entire career. And that is an $11,000 extra benefit
in the first year for about $8,300 worth of extra contributions over
10.

That provides an illustration, I think, that we can approach this
from a sensible perspective and say, all the rhetoric, all the anger
from the public aside, we have some genuine issues that can be re-
solved here. We are willing to work with you to do that.

And let me thank you, Mr. Chairman, as well as Mr. Gowdy and
Mr. Chaffetz, for cosponsoring several pieces of reform legislation
that could help get this conversation going.

Thank you.

[The prepared statement of Mr. Sepp follows:]
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Mr. Chairman, Mr. Ranking Member, and Members of the Committec, 1 am honored to have been
invited to present the views of the 362,000-member National Taxpayers Union (NTU) on strengthening
the federal pension system and related provisions in H.R. 3630 (as introduced).

Since NTU’s founding in 1969, our members and staff have learned firsthand that few issues can
match the complexity or controversy of government employee compensation. It is at once a matter
affecting the livelihoods of millions of households, the personnel policies of public and private entities at
all levels, the federal government’s long-term finances, and, of course, the well-being of taxpayers.
Balancing all of these important — and very human — factors in a bipartisan policymaking environment has
historically proven to be challenging. Accordingly, I hope you will find it not too presumptuous for me to
recall a piece of NTU’s own history to provide perspective for today’s hearing.

Introduction: Retirement Issues Have Historically Centered on Balance

In March of 1984, H.P. Mueller, then a Pension Research Consultant for NTU, testified before the
House Committee on the Post Office and Civil Service to offer views on a federal retirement system that
was on the verge of a fundamental transformation. As one would expect from a spokesperson for 2
grassroots taxpayer group, Mueller began his remarks by voicing concern for “the silent majority whose
benefits are modest in comparison to the Civil Service Retirement System (CSRS), who pay for 87
percent of the cost of the federal employee plan, and who believe they are not being fairly represented.”

Perhaps more surprising to some, however, are the remarks that followed Mueller’s observation,
namely:

At National Taxpayers Union, we believe federal employees deserve a fair and reasonable
pension for their hard work and dedicated service. At the same time, we believe the federal
government, as an employer, has an obligation to ensure at lcast a minimal level of financial
security for all its employees in retirement. I would suggest that you and your predecessors,
despite your success in creating what many consider to be one of the most generous pension
programs ever created, have failed in meeting this most basic objective.

One reason for this bold statement was that at the time, actuaries projected that 62 percent of all
new federal employees would separate from employment before vesting in CSRS, leaving these workers
with a lump-sum refund they would likely not put away for their futures.

Then — as now — there was likewise a great deal of discussion over how best to assess the total
federa) benefit package. Mueller called upon Members of the Committee to “consider a fair evaluation of
other employee benefits,” in both the public and private sectors, Back then, fedoral health benefits were
judged to be “not as comprehensive as private sector plans.”

One major consideration in this exercise was an analysis undertaken on behalf of the Commitiee
from Hay Associates demonstrating that private firms set aside, on average, an equivalent 8 percent of
payroll for their defined benefit arrangements. Mucller pointed out that Hay Associates failed to
adequately account for small businesses in its sampling technique. Even so, other data from the Bureau of
Labor Statistics (BLS) provided glaring contrasts: just 3 percent of all private-sector plans offered normal
Cost of Living Adjustments (COLAS) to benefits, while a plurality of plans set a normal retirement age
that was much stricter than the options offered to federal employees.

NTU performed its own calculations to show government versus typical private benefits for a
worker retiring in 1974 with an average “high-three” salary of $15,000 and service of 30 years, Had each
lived to what was then a normal 21-year retirement lifetime, the federal retiree’s combined benefit would
have been almost 2-1/2 times greater than the corporate retiree’s ($402,702 vs, $157,808).



27

The impact of retirement programs on federal finances seemed as urgent then as it is today.
Mueller showed that between 1960 and 1982, outlays for Social Security ballooned by 1,288 percent, part
of a “recent fiscal crisis” that saw the program far outstrip growth (690 percent) in the rest of the federal
budget. Over the same period, Civil Service retirement expenditures exploded by 2,101 percent, almost
eight times greater than the increase in retirement annuitants.

FERS: The Balance Shifts

The upshot of all these statistics was an urgent need to overhaul the entire government employee
pension scheme, not merely for the sake of taxpayers, but for retirement security of the federal workforce
as well. Among the changes Mueller envisioned:

1) Congress should consider a program for new hires based entirely on defined contributions.

2) If Congress decides to continue a defined-benefit program, it could be fully funded by the
employer if expenses could be held to private-sector norms.

3) Cost of Living Adjustments should be limited, preferably capped at 5 percent.

4) Early retirement benefits should be more carefully adjusted to reflect industry-standard actuarial
reductions.

The resulting legislation creating the Federal Employees’ Retirement System (FERS) did make
major progress toward Mueller’s concerns. One chief astribute was to close off to the maximum extent
possible the prospect of huge unfunded liabilities, the kind that were at the time threatening to swamp the
entire CSRS program. COLAs were not capped, but a new formula was established to make them less of
an unpredictable cost factor than they were under CSRS. New early retirement reductions were also
incorporated.

But easily the most important outcome of FERS bas been the creation of the federal Thrift
Savings Plan (TSP), which can new serve as a model for other governments to follow. Writing in a July
2011 Issue Brief (Number 359) for the Employee Benefit Research Institute, Jamie Cowen, a
Congressional aide deeply involved with the creation of FERS, noted that: “At the time, these were
hugely controversial moves, and yet today FERS garners overwhelming support from federal workers.”

For their part, taxpayers can take some satisfaction that FERS was instituted in sufficient time to
prevent an intermediate-term meltdown of the entire federal retirement structure. It is why, today,
Members of Congress can reassess the pension syslem in an environment not {yet) dominated by crisis.
This should not, however, be taken to mean that no further reforms are necessary.

2012: Time for a New Balance?

Obviously some things have changed since FERS’ creation and Mueller’s testimony. Federal
health benefits have certainly improved, while defined contribution plans have become commeonplace in
the private sector.

Still, it is a supreme irony of the Information Age that the availability and interpretation of data
would be such points of dispute in current discussions over whether federal retivement benefits are:

* Financially sustainable;
s Comparable to benefits offered to private-sector workers; and
¢ Equitable to annuitants as well as taxpayers.

One of the few things that proponents and critics of reforms to federal pensions can agree upon is
that today’s hearing will not seitle these points of dispute. But perhaps the following presentation will
help to convey NTU’s view that policymakers should approach their deliberations with the most cautious

3



28

fiscal considerations in mind. Because my fellow panelists have much more technical expertise in these
areas, I will only provide Members of the Cormmittee with a basic overview.

Financial Sustainability: Look Carefully Behind Trust-Fund Accounting

FERS has inarguably reduced the risk of CSRS-type unfunded liabilities to a low order of
magnitude. Under its current program structure, only errors in the assumptions surrounding agency
contributions can produce shortfalls (which are then made up through the Treasury), This admirable
quality, however, does not remove taxpayers from the fiscal equation, as the following points wiil
hopefully clarify.

According to a January 2011 Congressional Research Service (CRS) report, “Federal Employces’
Retirement System: Budget and Trust Fund Issues” by Katelin Isaacs, the unfunded liability within the
Civil Service Retirement and Disability Fund ({CSRDF) will continue to grow until the year 2030,
reaching a high of $853.1 billion. On top of paying to satisfy this mountain of obligations, the “general
revenues of the Treasury” wilt cover CSRS COLAs for decades. The report also cites an Office of
Personne! Management (OPM) statement confirming that once certain CSRS “assets” are depleted in the
year 2022, there will be an “increase in the supplemental }iability under FERS ... which must then be
amortized by a new series of 30-year payments under FERS to be made by the Treasury.”

“Solvency”™: An Important Concern, but So Is Soundness

The Civil Service Retirement and Disability Trust Fund is indeed perpetually solvent under
current projections from the Office 5f Management and Budget (OMB), reaching an estimated income of
nearly $1.4 trillion by 2080. This is a praiseworthy development compared to the fiascoes associated with
previous federal pension financing.

Still, as the Congressional Research Service report noted, the assets in this Trust Fund (by law,
held in U.S. Treasury bonds), are “not a store of wealth for the government” or for taxpayers: “When the
CSRDF redeems the Treasury bonds that it holds, the Treasury must raise an equivalent amount of cash
by collecting taxes or borrowing from the public.”

The Congressional Research Service report specifically compared this situation to Social
Security’s Trust Fund, reprinting a tract from the “Analytical Perspectives” of the Fiscal Year 2010
federal budget that may be familiar to Members of the Committee, but which bears repeating;

The existence of large trust fund balances, therefore, does not, by itself, increase the
Government’s ability o pay benefils. Put differently, these trust fund balances are assets of the
program agencies and corresponding liabilities of the Treasury... .

Veronique de Rugy of the Mercatus Center provided another commentary on federal pension
{inances that merits mention, Last weck she calculated that “In 2008, federal annuitants and survivors
who participated in defined benefit plans received benefits nearly 20 times the amount current employees
paid in.” Some would call this an “apples-to-oranges” comparison, but it at least helps to capture the
dimensions of the CSRDF’s aperation.

The CRS report’s explanation of differences between cash contributions and transfers of budget
authority through agency contributions notwithstanding, CSRDF’s operations will a/ways bave
implications for past, present, and future taxpayers.
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FERS: A Cost Decline or a Cost Shift?

According to the Congressional Budget Office (CBO), federal outlays for civilian retirement
{which include several pension systems as well as annuitants” health care) will increase from $87 billion
this fiscal year to $115 billion in the year 2021. This is relatively significant cost containment; 32 percent
versus projected rates of increase more than twice as high percent for Medicare and Social Security.
CSRDF’s Board of Actuaries estimates that CSRDF expenditures as an equivalent share of federal
salaries and wages will shrink from roughly 38 percent now to 22 percent by the year 2080, comprising a
tiny representative proportion of Gross Domestic Produet (GDP).

Yet as the Congressional Research Service report dutifully reminds readers, the drop in
expenditures as a share of GDP will be largely attributable to the rise in FERS participants over those
enrolied in CSRS: “The FERS basic annuity was designed to be smaller relative to high-three average pay
than a CSRS annuity because FERS annuitants also receive benefits from Social Security and the Thrift
Savings Plan.”

Members of the Committee are well aware that Social Security faces numerous financial
challenges, including current cash-flow deficits. Moreover, Social Security’s Trust Fund assets (like
CSRDF's, bonds pledged against taxpayer resources) are projected to reach exhaustion in 2036. Thus,
CSRDEF’s decreasing outlays are less an indication of overall federal fiscal healih than they are the result
of shifting federal retiree benefit responsibilities into a program that is headed toward bankruptey.

Private-Sector Comparability: Consider the Big Picture, Because the “Small Picture” Is Murky

One of the most vehemently-debated aspects of the federal pension reform issue centers upon
whether government employees are under~ or over-compensated compared to their private-sector
counterparts. For this reason we welcome recent calls from those within the Office of Personnel
Management and other agencies to conduct new research that will explore this question in-depth.
Apparently the last such major undertaking occurred more than 20 years ago.

1n any case, opponents and proponents of the provisions in H.R. 3630 have mustered various
analyses in the public and private sectors to make their cases on the matter of comparability. My fellow
panelist Andrew Biggs has far more to contribute to the detailed aspects of this discussion than NTU can,
among them the value of job security in calculating federal compensation. After all, in the case of an
employer-sponsored defined bencefit plan, job security is the very essence of retirement security: it not
only affects vesting and service-accrual for pensions, it also bears directly upon features such as early
drawing rights. '

While NTU would contend that the preponderance of evidence suggests most federal retirees are
at least not undercompensated, my objective is to encourage Committee Members to consider broader
issues.

To give one example, you have no doubt heard that private-sector pensioners put little or none of
their own money into their plans, even as all CSRS and FERS participants must contribute to their
systems. This is quite true. According to the National Compensation Survey by the Bureau of Labor
Statistics from March 2011, only 4 percent of all private-industry workers participating in a defined
benefit pension plan were required to make a contribution out of their earnings.

Here, however, is another truth. According to Office of Personnel Management directives for
Fiscal Year 2012, the combined individual and agency contribution rate as a share of salaries and wages is
12,7 percent for rank-and-file workers. The employee’s share of that rate is permanently fixed at 0.8
percent. As noted above, Trust Fund mechanics aside, the agency contributions have real-world
implications for federal finances and taxpayers.
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There is also a significant question over how these costs compare to the private sector. The most
current data from the Bureau of Labor Statistics indicates that for all workers in private industry,
employer costs for defined-benefit retirement plans amount to 2.2 percent of wages and salaries.
Certainly, though, when focusing only on the larger companies that still offer these pensions, the costs
could be much higher than 2.2 percent.

Maeny iltustrations have been conducted in an attempt to establish the value of a government
versus a private pension. In a Summer 1997 feature in the BLS publication Compensation and Working
Conditions, Ann Foster concluded that the differences in public {including state and local) and private
sector retirement benefits “are less pronounced when factors such as employee contributions and Social
Security coverage are considered.” She asseried that the cost-of-compensation differential “between
sectors reflects differences in the work activities and occupations in each sector.”

In August 1998, the Congressional Budget Office weighed in on the benefit matter with five
hypothetical employee cases. The result, according to the report:

Depending on age, salary, length of service, and retirement plan, benefits range from 26 percent
to 50 percent of pay for federal employees and from 24 to 44 percent of pay for employees of the
large private firms. In most cases examined, the value of the employee benefit package offered by
the federal government exceeds the value of comparable benefits offered by private firms.

The CBO study encompassed numerous benefits, such as health insurance and sick leave.
Focusing only on retirement payments, however, the value of the FERS benefit beat the private-sector
equivalent in all five cases, However, the CSRS package was more lucrative than the private seclor’s in
just one of three cases {two of the cases were not applicable because the hypothetical employees would
not have been eligible to join CSRS).

Volume 65, Issue 1 of the 2003/2004 Social Security Bulletin contained an analysis by Patricia P.
Marlin involving four earnings scenarios generated by wage data from the Social Security Administration.
Martin then calculated replacement rates for each earnings level for retirement benefit packages
comprised of various components, such as pension-only or pension plus federal Thrift Savings Plan. The
author summarized her [indings with the following passage:

This analysis shows the possibility of replacement rates exceeding 100 percent for FERS
employees who contribute 6 percent of their eamings to the Thrift Savings Plan over a full
working career. Private-sector replacement rates were quite similar for workers with both a
defined benefit and a defined contribution plan. ’

These are but three of many studies in the field of public and privale sector benefit comparability,
and they obviously share one trait: results that vary with particular assumptions about pay, age, and
service, as well as whether state and local government workers are included in the “mix.” But is there
another obvious trait that is being overlooked?

Foster’s study noted that in 1993-94, the participation rate of public sector employees in defined
benefit plans was 91 percent, versus 56 percent in the private sector. She also remarked that among these
pension plans, virtually all government workers® retirement formulas were based on terminal earnings
{e.g., three highest years of salaries), while 61 percent of private workers® were. Additionally, more than
half of the government plan (including state and local) participants could count on automatic inflation
adjustments, while just 4 percent of private enrollees could.

Despite its impressive estimates derived from Social Security Administration data, the Martin
study depended on Bureau of Labor Statistics findings that stated:



31

In 2000, 33 percent of private-sector employees participated in defined benefit plans, 46 percent
participated in defined contribution plans, and 14 percent participated in both, ... There is no
standardized benefit formula that can represent the variety of formulas used in the private sector
to caleulate retirement income and replacement rates.

Finally, I am mentioning the CBO examination out of sequence because of its importance. In its
“Qualifications of the Retirement Comparisons” section, CBO cautions:

Federal refirement plans would look much more generous than they do here if they were
compared with those of the private sector as a whole. The private firms in the database are not
representative of private practices; they offer relatively generous retirement benefits compared
with many other firms. For example, all 800 firms offer some retirement program, and two-thirds
offer plans that include both a defined contribution plan and a defined benefit plan to supplement
Social Security. By contrast, data for 1993 from the Employee Benefit Research Institute show
that only about 60 percent of all civilian nonagricultural wage and salary workers outside of
government have employer- or union-sponsored retirement programs, and only about 20 percent
of those participating in retirement plans have coverage under both defined benefit and defined
contribution plans.

Members of the Committee should bear in mind that all of the caveats mentioned above come
from studies dating back as far as 15 years (employing data that is even older). The most recent BLS
statistics would show that defined benefit plans are available to only about 20 percent of all private
industry workers, and roughly 18 percent of them actually participate. The share of firms offering a
defined contribution plan on top of a pension is likely much smaller. Meanwhile, about one-quarter of
private-sector pension plans are “frozen” to new entrants, and a declining proportion of their sponsors are
offering replacement pension options.

There are many other considerations involved with weighing public and private-sector pension
plans against each other. H.R. 3630, for example, would phase in a “high-five” salary component for the
“secure annuity” pension computation, which is closer to the private industry norm. In the final analysis,
though, I would contend that such comparisons are becoming less relevant precisely because government
systems like FERS are being stacked up against plans that don’t resemble reality for the vast majority of
private-sector workers.

Equitability: The Most Difficult Goal of All

By necessity, this hearing has involved discussion over figures such as doliars, contribution
ratios, discount rates, and life expectancies. Yet, behind these figures arc buman beings from a multitude
of economic backgrounds and political views. The success of any federal pension reform effort depends
upon the perception that the final policy product is, if not ideal, at least an acceptable compromise. Here
again, neither my testimony nor this hearing will settle matters such as what is “fair” to federal workers or
what is “reasonable” protection against future burdens on the federal budget. Still, I wish to offer some
ideas from the perspective of taxpayers.

One argument often made against scaling back federal pension formulas is that government
employees should not be blamed for “corporate America’s” failure to provide adequate worker benefits.
Yet, even though the defined benefit pension has receded in the private sector, defined contribution plans
have dramatically expanded. Federal workers have not been excluded from this salutary development.
Equally important, though, is the role that federal laws bave played in this trend. On one hand, retirement
asset-accumulation has become increasingly portable and less tied to the workplace, through the creation
of tax-advantaged traditional and Roth Individual Retirement Accounts, and through plans available to the
self-employed. In addition, the Pension Protection Act of 2006 appears to be hetping efforts to stabilize
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remaining defined benefit plans in private industry and reducing the prospects of a massive taxpayer
bailout of the Pension Benefit Guaranty Corporation. One element of that law, according to a 2011
Society of Actuaries report entitled “The Rising Tide of Pension Contributions Post-2008: How Much
and When?” is that it;

made changes that increased employer flexibility by allowing the deductibility of contributions
significantly greater than the minirmum required contribution, so that plan sponsors could tax-
efficiently fund plans more during positive economic times.

On the other hand, some laws and regulations had the opposite effect. In a 2009 Social Security
Builetin (Volume 69, Issue Number 3) article entitled “The Disappearing Defined Benefit Pension and Its
Potential Impact on the Retirement Incomes of Baby Boomers,” Barbara Butrica, Howard lams, Karen
Smith, and Eric Toder wrote:

Subsequent tax legislation enacted in the 1980s, including the Tax Equity and Fiscal
Responsibility Act of 1982 and the Tax Reform Act of 1986, reduced incentives for employers to
maintain their DB plans (Rajnes 2002). Since then, the adoption of DB pension plans by new
businesses has virtually halted and has been replaced by the adoption of 401(k)-type pension
plans that permit voluntary employee contributions (Munnell and Sunden 2004). One study found
that increased government regulation was the major factor in 44 percent of DB plan terminations
in the late 1980s (Gebhardtsbauer 2004). Another study noted that from 1980 through 1996,
government regulation increased the administrative costs of DB plans by twice as much as those
of similar-sized DC plans (Hustead 1998). B

Another “equitability” argument is that federal workers should not be “singled out” for
shouldering the burden of deficit reduction. This is quite valid, in that numerous other federal programs
have contributed heavily to the federal government’s financial woes.

Still, is it not equally important to acknowledge that an insolvent government will not be able to
meet its obligations to federal retirees? Or, that a solvent yet debt-burdened government will be forced to
make less thoughtful, ill-timed changes to benefit programs than a government which takes gradual steps
back toward sustainability? My colleague Andrew Moylan aceurately summarized the situation in
testimony he provided to Congress on the Balanced Budget Amendment last year:

In the past decade, under the direction of Presidents and Congressional leadership from both
parties, our federal budget has expanded dramatically no matter what measure one consults. At
the dawn of the new millennium in 2001, federal outlays were about $1.8 trillion, a level below
post-World War If averages at 18.2 percent of our economy. Through the middle of the decade,
we saw an explosion in spending driven by such factors as the creation of a new cabinet-level
Department of Homeland Security as well as increased expenditures on defense and education.
By 2003, the modest spending discipline of the late 1990s had given way to federal outlays that
now seem permanently fixed at or above the post-war average of 19.6 percent of GDP. ... In
2011, we will raise through the Tax Code and spend (in real terms) roughly the federal budget of
2003 and throw in an amount approximating the 1982 federal budget just for good measure. ...
While NTU’s dedication 1o limited government would on its own lcad us to conclude that this
spending spree is unacceptable, sheer mathematics tell us that it is unsustainable.

H.R. 3630 provides for an ambitious increase in the current employee contribution rates for FERS
and CSRS, yet as Meinbers of the Committee are aware, there has been precedent for asking them to
make some sacrifice to reduce the deficit. The Balanced Budget Act of 1997 raised the contribution rate
by 0.4 percent in two phases (a third phase was repealed), Today’s short-term and long-term budget
outlook is by most measurements much worse than it was 15 years ago.
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Bipartisanship: A Vital Ingredient in Any Mix of Referms

Still another argument against H.R. 3630°s provisions is that they were crafled without
bipartisanship. As the official invitation I received to this hearing indicates, however, those reform
proposals are rooted in the National Commission on Fiscal Responsibility and Reform created by
President Obama. The Commission’s deliberations were in turn informed by a report from the progressive
think tank Third Way, which pointed out that in the private sector, the combined cost of most defined
benefit-defined contribution plans is shared almost equally between employer and employee. In contrast,
Third Way President Jim Kessler and Senior Fellow for Health and Fiscal Policy David Kendall wrote in
a September 2010 Idea Brief:

Over the next ten years, taxpayers will contribute more than $263 billion to fund FERS, which is
considerably more than what the federal povernment spends on college financial aid through Pell
grants. Over the next twenty years, taxpayer contributions will reach roughly $626 billion.
Employee contributions are miniscule — less than $20 billion over ten years and less than $50
billion over twenty years.

Some would respond that the President’s Commission failed to reach consensus on the final
report and that Third Way did not recommend benefit changes on top of its call for higher contribution
rates, However, H.R. 3630 did not propose an equal coniribution formula for non-“secure annuity” FERS
participants.

More to the point, are there other signs of transpartisan activity on behalf of federal pension
reform? Fortunately there are. In May of 2011, a National Journal Congressional Insiders poll, involving
22 Democratic and 27 Republican Members of Congress, shed light on the contribution question.
Seventy-eight percent of Republicans and 36 percent of Democrats answered affirmatively to the
question, “Sheuld federal employees have to maich the amount that the government contributes to their
pensions?” Forty-six percent of Democrats — not a majority - and 19 percent of Republicans were
opposed, with others having mixed opinions. One Democratic Member’s comment was particularly
instructive: “The change should happen over time, not all at once, and should be prospective only.” A poll
definitely does not constitute a legislative consensus, but it offers a glimpse of how such a consensus
might begin to be formed. It has already gotten underway at the state and local level, one example being
Rhode Istand Treasurer (and Democrat) Gina Raimondo’s very comprehensive pension reform plan
enacted in 2011.

Other signs can be seen in the interest group community. In September of 2011, National
Taxpayers Union joined with the lefisof-center U.S. Public Interest Research Group (USPIRG) in
releasing “Toward Common Ground,” a report intended to “break through the ideclogical divide that has
dominated Washington this past year and offer a pathway to address the nation’s fiscal problems.” The
report provided more than 50 recommendations, totaling over $1 trillion in budget savings, pertaining to
domestic as well as defense programs. This exercise involved a high degree of compromise, but the end
result was a collaborative document whose guidance is backed by policy experts across the political
spectrum.

One “Comumon Ground” recommendation of particular relevance to the Committee concerns the
practice of “double-dipping.” As you know, the issue of federal employees receiving multiple forms of
pay and pensions has carried controversy for much of our nation’s history. Though the Dual
Compensation Act of 1964 and subsequent refinements have addressed many facets of the issue, NTU
and USPIRG took note of an emerging trend. In rehiring a federal annuitant to active service, the law
generally requires that the anmuitant’s new compensation be reduced by the amount of his or her pension,
However, OPM is empowered 1o grant waivers in urgent cases so as to permit full salary and a full
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pension. In researching the issue, Senator Coburn’s staff determined that between 2000 and 2007, the
number of waivers has increased nearly six-fold. Revising this policy, which has likely accelerated due to
more double-dipper flexibility under the 2010 National Defense Authorization Act, could save more than
$600 million over 10 years.

The Ultimate Equitability Issue: Congress Itself

Perhaps the most uncomfortable — but necessary - question of “fairness” still to explore in this
testimony touches Members of the Committee directly: your own retirement benefits, for which it is
widely acknowledged you work hard to earn. It is on this topic that NTU has amassed a certain amount
of direct experience.

I am occasionally asked by longtime Washington observers why the general public — amid multi-
tritlion-dollar federal issues that will have a much greater impact on their future ~ would concern
themselves so much with Congress’s salary and benefit structure. The reason is elementary: the issuc is
comprehensible. If we were to ask any citizen — even one with a Ph.D. in finance — whether $10 billion is
too much or too little to pay for a new aircraft carrier, few would be able to offer anything more than a
generalization. Ask them, on the other hand, if $26,000-plus is too much or too little for an initial pension
of a married lawmaker retiring with 10 years of service at age 62 in 2013, and they will likely have a
definite opinion based on their own salary and retirement arrangements. Because citizens can directly
relate Congress’s compensation matters to their own daily lives, they take on an importance far out of
proportion to their place in the federal budget. I would argue that this alone is good cause for lawmakers
to pay careful heed to the design of their compensation. But there are others.

For many years, NTU has conducted the most detailed estimates of Member pensions available to
the general public. One reason we undertook this project was due to lack of disclosure of such
information. In 1993, for example, NTU was denied a Freedom of Information Act request to gain access
to Member pension data. OPM’s explanation to us was the following:

Based on the U.S. Court of Appeals decision in the case of National Association of Retived
Federal Employees v. Horner, it is our policy not to provide pension rates for individual
Members of Congress because to do so would violate their privacy without shedding light on how
the Government conducts its business.

Last week this “wall of secrecy” began to come down, thanks to the work of Bloomberg News
Service. Bloomberg’s reporting team was able {0 examine the entire database of federal pension
annuitants, including Members of Congress. Among their findings were that nearly 50,000 retirees were
receiving pension benefits greater than their final salaries — a trend NTU first spotted among lawmakers
about 20 years ago. In fact, in 1988, NTU announced that for the first time three former Members — Ben
Reifel, Margaret Chase Smith, and Albert Gore, Sr. ~ had become millionaires solely through their federal
pension benefits.

Bloomberg News is to be commended for such painstaking rescarch, though it prompts the
question of why the details on Member pensions were so carefully guarded in the first place. Indeed, the
limited disclosure has often worked against your own interests, spurring all kinds of tall tales that
continue to pervade the Internet today {e.g., the bogus notions that lawmakers retire on full salary for life
afler just a few years of service or that they don’t participate in Social Security).

Issues of transparency and correcting the record aside, Congress indisputably does provide a
better pension arrangement for itself than for most of the rank-and-file in the Executive Branch.
According to a 1993 Congressional Research Service analysis by Carolyn Merck entitled “Brief
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Comparison of Retirement Eligibility and Benefits for Members of Congress and Executive Branch
Personnel,” the pension as an equivalent of “high-three™ salary for a Member of Congress retiring under
FERS with 20 years of service was 34 percent, compared to 20 percent for a typical Executive Branch
employee. Similar advantages were observed at levels of service amounting to 10 and 30 years, as well as
for the CSRS component. Furthermore, lawmakers could collect a full immediate pension under CSRS at
age 60 with 10 years of service; a rank-and-file federal worker would need to bave 20 years of service to
retire at that age. Under FERS, a full pension is available to Members with 20 years of service at age 50;
the majority of Executive Branch employees can retire at 60 with 20 years.

Is this difference justified? Like many of the points explored in my testimony, this is an
extremely subjective question. Nonetheless, I hope to demonstrate that the time has come for Congress to
rethink the reasons for continuing its current retirement arrangement.

A continuously-updated Congressional Research Service report “Retirement Benefits for
Members of Congress,” currently authored by Katelin Isaacs, usefully quotes part of the Senate’s report
on legislation (P.L. 79-601) extending CSRS coverage to lawmakers. It explains that Congress’s own
participation (beginning in 1946) was designed to be generous because it:

would contribute to independence of thought and action, [be] an inducement for retirement for
those of retiring age or with other infirmities, {and] bring into the legislative service a larger
number of younger Members with fresh energy and new viewpoints concerning the

economic, social, and political problems of the Nation.

Has this vision been fulfilled? One way to test the proposition is to examine the rate of lawmakers
seeking reelection before and after 1946. In theory, the more generous pension would “induce” a greater
share of lawmakers to refire, thereby serving the cause of rotation in office. Yet another CRS report,
“Reelection Rates of House Incumbents, 1790-1994” by David Huckabee, is a helpful starting point.
Between 1900 and 1946, the average percentage of House incumbents secking reelection was close to 90
percent. Between 1946 and 1994, the percentage was just slightly higher. Since 1994, the rate has
fluctuated, but not greatly. A CRS report from January 2011 entitled “Congressional Careers: Service
Tenure and Patterns of Member Service, 1789-2011” by Matthew Eric Glassman, et al., summarized the
data this way:

Prior to the Civil War, it was common for 40 percent of Representatives or more to not seek re-
election, and prior to 1887 no Congress saw fewer than 25 percent of Representatives not seek re-
election. During the 20th and 21st Centuries, the rate at which members have not sought re-
election has remained roughly constant, at an average of 11 percent.

Clearly, the more generous pension has not impacted voluntary reelection rates. But what about
“involuntary” reelection rates? Should Members of Congress receive special pension consideration
because of the tenuous nature of their office?

Making such a comparison is fraught with difficulties, not the least of which is that House
Members stand for election every two years. In theory, the chance of unemployment for a Representative
in an odd-mumbered year is near zero (barring a rare occurrence such as expulsion). By my crude
calculations, the average annual civilian unemployment rate in election years from 1946 through 2010
approached 6 percent. The average House Member “unemployment rate” (i.e., foss of election or
nomination) in that same period approached 8 percent. To taxpayers, this differential would likely not be
decisive in awarding Congress a pension that is far more generous than what they could hope to receive.
In any case, Congress’s own economic policies bave impacted and will continue to impact the private-
sector employment picture.
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1t is true that the Senate has a higher turnover rate, but here again, the prospect of unemployment
in five out of six years is low. It is also the case that compared to the federal rank-and-file, Congressional
job security is somewhat less assured. My own imperfect reading of CRS data suggests that the average
Congressional pensioner has between 30 and 50 percent less service than a typical FERS or CSRS
annuitant. Yet, BLS data shows that between 2001 and 2009, the average annual rate of “Layoffs and
Discharges” (an admittedly different measure from actual unemployment) in the federal government was
around 6 percent. This deliberately excludes 2010, where layoffs and discharges secmed artificially high,
perhaps due to the Census.

Moreover, according to OpenSecrels org, at the end of the 111" Congress a total of 370 former
Representatives and Senators were serving in full-lime or part-time capacities either as lobbyists or with
entities seeking to influence federal policy (subject to legal restrictions). This is not necessarily a
surprising trend, given lawmakers® expertise in many issues. Furthermore, some of the “interests” to
which they lend their talents are grassroots organizations on both sides of the political spectrum. I raise
this analysis not to launch into a debate about lobbying ethics, but rather to demonstrate that Members
have — and are taking —many post-Congressional career opportunities.

Finally, lawmakers do make a higher contribution toward their pensions, but taxpayers uliimately
come out on the short end of this equation. Taking a hypothetical example of a married lawmaker versus
an Executive Branch employee with 10 years of service retiring at age 62 in 2013 (with the same
salaries), the Member pension would begin at roughly $26,600, The Executive Branch Employee’s
pension would begin at approximately $15,600. For this “head start” of about $11,000 in the first year’s
benefit, the lawmaker will have contributed some $8,350 extra over his or her career to the plan.
Meanwhile, even as the FERS agency contribution for most federal workers has fluctuated in the 11-12
percent range, the agency share for Members has been gradually rising. In 1997, the rate applicable to
lawmakers was 15.2 percent; by 2007 it bad grown to 17.7 percent, and this year it stands at 18.3 percent.

None of these comparisons are precise, and all suffer from overgeneralizations. Yet, to NTU, they
suggest that reform is both desirable and feasible.

Incremental or Comprehensive? Congress Has Numerous Choices

‘What direction should such reforms take? The second panel of this hearing will explore the topic
in greater depth, but I will offer a few observations.

HL.R. 2913 and H.R. 3480 wonld enact the most comprehensive overhaul of Congress’s retirement
benefits, by repealing the defined-benefit pension portion of the Congressional retirement package while
allowing Social Security and federal Thrift Savings Plan participation to continue.

Both bills would result in a salutary effect on the policymaking process itself. For one, by
becoming more dependent on the Thrift Savings Plan for their retirement income, Members will gain a
more direct, real-world appreciation for the effects that their own legislating can have on the economy as
a whole and f{inancial markets in particular. Equally important, lawmakers will have clearly demonstrated
the personal sacrifice and leadership necessary to amplify the vitally-needed national conversation over
reducing federal expenditures er eliminating unnecessary programs.

H.R. 2397 would link the eligibility age of de(ined-benefit pensions for Members of Congress to
the retirement age for Social Security. CRS estimaied that at the beginning of October 2009, defined
benefit payments to former Senators and Representatives (many of whom retired well before the normal
Social Security age) would amount to more than $26 million for the year ahead. This legislation would

12
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help to relieve part of the burden from future “early-collecting” Congressional pensioners, and provide
leadership-by-example on one of the most important issues facing America today: reforming the entire
Social Security system.

H.R. 2162 would expand the circumstances under which Members of Congress may lose their
pensions for committing offenses of the law, thereby offering better protection against abuses of the
public purse as well as the public trust. The indignation some taxpayers feel over lawmakers’ pensions is
compounded by the humiliation they st suffer when Members of Congress who commit grave crimes
are allowed to continue drawing pensions. Since the 1980s, NTU bas identified lawmakers convicted on
charges ranging from bribery to fraud who were each recciving pensions worth tens of thousands of
dollars annually (or more) - sometimes while serving prison terms. According to our caleulations, at least
16 living, former Members of Congress convicted of serious {(at or approaching felony-level) charges are
eligible for pensions whose combined yearly value is roughly $800,000. This conservative figure does not
include deceased offenders.

Thus, in 2007 taxpayers greeted with relief the declaration from Congressional leaders that the
newly-passed Honest Leadership and Open Government Act had rectified this embarrassing problem.
Unfortunately, the statute was not up to the task, and its weaknesses will only become more evident with
future experience. In the course of legislative negotiations, Title IV of the Act left far too many
possibilities open for pension transgressions against taxpayers from convicted lawmakers. HR. 2162
would provide a prudent and welcome dose of additional reform, by doubling (1o 20) the list of crimes
sufficient to disqualify a lawmaker for federal pension benefits. These new triggers include acts such as
obstruction of justice, expenditures to influence voting, racketeering, and tax evasion. Furthermore, the
bill would apply the strictures to former Members convicted of such crimes while serving in any public
office, not just Congress — a situation which, sadly, has already manifested itself.

Other reform approaches include HR. 2652, to extend the pension vesting period for lawmakers
to 12 years, and H.R. 3565, to increase the contribution rates for Members to their own plan. Finally, H.R.
981 would reverse current law and allow Members to opt out of FERS.

All of these bills deserve serious consideration this year, as would a proposal to simply equalize
Congress’s benefit structure with that of rank-and-file federal workers. Swift passage of HR. 981 and
H.R. 2162 should be the absolute minimum Congress does in the very near-term to begin addressing
aspects of the retirement system.

Conclusion: Congress Must Lead Federal Pension Reform

In last year’s debate over extending payroll tax relief and over H.R. 3630 in particnlar, NTU gave
its support to the House-crafied measure not because it was ideal, but because it was the most palatable
option for taxpayers in the hodgepodge of proposals being offered at the time. One warning we gave in
our letter to lawmakers on the development of “extender” legislation like ILR. 3630 was:

[T]his slapdash procedure, which leaves little time for taxpayers to grasp the wide-ranging
impacts of the bill, is not consistent with the commitments that many Members made to conduct
the people’s business in a transparent and timely manner,

Accordingly, we hope that moving forward, Members of Congress will give careful consideration
to the following principles:

+  Congress Must Address Its Own Benefits First. This means at the very least, bringing
lawmakers’ benefit rules in line with those covering the majority of other federal employees.

13
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¢ ‘Transparency and Good Data Are Key. Designing a sustainable and fair federal retirement
system requires more comprehensive comparisons with the entire private sector, not just the
dwindling portion of defined benefit plans that primarily larger firms might provide. Indeed,
some of the more sweeping proposals for federal pension reform have centered around phasing
out the defined benefit entirely, and perhaps giving employees a larger TSP “match” to make up
for reductions in pensions. Establishing benchmarks for any transformation, even a modest one,
will be iromensely important. '

+ Federal Pensions Can Be Part of the Deficit Reduction Effort, but That Effort Is Best Made
Holistically. The best possible way to avoid charges that Congress is “singling out” {ederal
employees in efforts to control the size of government would be to include pension reformin a
systemic overhaul of all benefit programs, including Social Security. Such an initiative need not
be rolled into one piece of legislation, but Congress should work in a bipartisan fashion to canvey
its all-encompassing nature to taxpayers and federal workers,

Some would call these conclusions unrealistic, but to NTU the current trajectory of the nation’s
finances is unrealistic. Because of steps taken in the 1980s, Congress now has the oppormunity of time, if
not the fuxury of time, on benefit reform, By using that time judiciously now, “retirement readiness” will
be something that you and your colleagues can take pride in having accomplished for future generations
of federal employees and taxpayers.

1 thank all of you for bearing with these tong remarks, and NTU stands ready to answer your
questions or assist in any other way with your deliberations.

b7
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Mr. Ross. Thank you, Mr. Sepp.

STATEMENT OF DAVID B. SNELL

Mr. Snell, you are recognized for 5 minutes for an opening.

Mr. SNELL. Thank you, Mr. Chairman and members of the com-
mittee. I am Dave Snell, director of retirement benefits at the Na-
tional Active and Retired Federal Employees Association.

I am testifying here today on behalf of the Federal Postal Coali-
tion, a group of nearly 30 organizations whose individuals span al-
most the entire spectrum of the Federal community. Thank you for
the opportunity to testify on behalf of these nearly 5 million work-
ers and retirees.

I would like to make three basic points today. First, retirement
plans should be judged by whether they provide the income secu-
rity needed to ensure that retirees do not suffer significant decline
in their standard of living in retirement. Second, judged by that
universal standard, current Federal retirement programs provide
adequate but not overly generous retirement income. And, third,
making permanent cuts to modest Federal retirement compensa-
tion of middle-class workers to pay for a 1-year payroll tax holiday
is both unfair and unwise.

Federal workers did not enter public service to become rich, but
they do face the same economic challenges as everyone else, includ-
ing the need to prepare for retirement. Although they are paid, on
average, 26 percent less than their private-sector counterparts, a
modest retirement package helps to make up for part of that lower
pay by helping to provide reasonable income security in their later
years.

Unfortunately, recent legislative proposals have sought to un-
ravel this basic bargain, unfairly singling out middle-class Federal
employees for disproportionate sacrifice. Last month, the House
passed legislation that would use permanent cuts to Federal retire-
ment compensation of middle-class Federal and postal workers to
pay for a 1-year payroll tax holiday. Federal employees should not
have to pay for two-thirds of the cost of continuing the holiday.
This is not shared sacrifice.

Federal families are no more immune from the challenges that
come with tough economic times than any other working American
family. They, too, have been experiencing declining home values,
diminished savings, rising health insurance costs, escalating tui-
tion for their children’s college, spouses who have lost jobs, and
grown children unable to find work after college.

Cuts to Federal retirement benefits and further pay freezes harm
hardworking Federal employees and their families who are strug-
gling with these challenges just like their private-sector counter-
parts. They also undermine the Federal Government’s ability to at-
tract and retain talent, threatening harm to a Federal civil service
critical to meeting the increasingly complex and deeply important
tasks that the American citizens need for them to do.

Rather than looking to eliminate the current Federal Employees
Retirement System [FERS], or reduce its benefits, Members of Con-
gress should look to the system as a model for private-sector re-
forms. The basic FERS annuity is modest. Taken together with the
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other two components of the plan, Social Security and the Thrift
Savings Plan, FERS provides an adequate retirement security.

H.R. 3630 would substantially reduce the retirement income se-
curity provided by FERS and effectively provide a pay cut for Fed-
eral employees currently under a pay freeze for the last 2 years.
New employees would experience a 41 percent reduction in their
deferred compensation, resulting in a new median annuity of only
$425 a month or $5,098 annually. That is barely over a third of
what a minimum-wage earner would make per year working 40
hours per week for $7.25 an hour.

As much as anyone, our Nation’s civil servants understand the
constraints of the Federal budget and the gravity of the Nation’s
fiscal responsibilities. But we do not believe that it is fair to be sin-
gled out for sacrifice to pay for a tax holiday that some of us do
not even receive.

Thank you again for the opportunity to share our views, and I
am happy to take any questions.

[The prepared statement of Mr. Snell follows:]
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Chairman Ross, Ranking Member Lynch and Members of the Subcommittee, thank you for
inviting me to testify on behalf of the nearly five million federal and postal workers and
annuitants represented by the national member organizations of the Federal-Postal Coalition. I
appreciate the opportunity to discuss the retirement income security the federal government
provides to those who dedicate their careers to public service.

The individuals we represent perform a diverse array of important jobs, from providing medical
care for our veterans and delivering our mail to producing the intelligence needed to thwart
terrorism and keep our airways safe. They did not enter public service to become rich, but they
do face the same economic challenges as everyone else, including the need to prepare for
retirement. Although they are paid, on average, 26 percent less than their private-sector
counterparts according to impartial, nonpartisan experts, a fair, but modest, retirement package
helps to make up for part of that fower pay by helping to provide reasonable income security in
their later years. With a median annuity under the Federal Employees Retirement System
(FERS) of $720 per month (38,640 annually), federal employees are not retiring rich.2

Unfortunately, recent legislative proposals have sought to unravel this basic bargain, unfairly
singling out middle class federal employees for disproportionate sacrifice. Last month, the
House passed legislation (H.R. 3630) that would use cuts to federal retirement compensation of
middle class federal and postal workers to pay for a payroll tax holiday. It would offset over half
of the cost of the holiday ($635 billion over ten years out of a $121 billion cost®) on the backs of
fess than 2 percent of the nation’s workforce.* This would add financial strain on top of the
prospect of job loss through the sequestration process mandated by the debt ceiling agreement
and the more than $60 billion that the federal government has already saved by freezing federal
employee pay for the past two years, which itself has permanently diminished long-term
annuities for recent retirees.

' Recommendations for Locality Pay in 2013, Federal Salary Council, p. 2,
hiip://ww w.opm.govioce/(se/recommendation 1.pd{ (finding a 26.3 percent gap between comparable private sector
jobs and federal jobs).

% Sratistical Abstracts for Fiscal Year 2010, Federal Employee Benefits Programs, Office of Personnel Management,
Exhibit R9.

* The Congressional Budget Office (CBO) estimates that the bill’s changes to federal retirement programs would
reduce the deficit by $38.5 billion over ten years, and the reduction in discretionary spending associated with the
one-year extension of the two-year federal pay freeze would reduce the deficit by $26.2 billion over ten years. In
addition fo the $121 billion cost of the payroll tax holiday extension, the bill includes other provisions that increase
the budget deficit, See Letter from the Congressional Budget Office to the Honarable Dave Camp, Chairman,
Commuttee on Ways and Means, House of Representatives, December 9, 2011,

hup:/www ebo.povilipdoes 1263 /doct 2609/hr3630.pdi

¢ The Burcau of Labor Statistics estimated that the December 2011 labor force numbered about 154 million people.
Employment Situation Summary — December 2011, http/wiww bis.povinews release/cmpsitnrQ.him.  There are
about 2.0 million non-postal federal employees and 575,000 postal employees. See Burcau of Labor Statistics Fact
Sheet on Federal Employment, bup-/wwiw bis.gov/oco/cg/eas04 1 him; Postal Service Fact Sheet,

hup Habout.usps.com/m ho-we-are/postal-lacts/welcome him,

1
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Federal families are no more immune from the challenges that come with tough economic times
than any other working American family. They, too, have been experiencing declining home
values and diminished savings, rising health insurance costs, escalating tuition for their
children’s education, spouses who have lost jobs and grown children unable to find jobs after
college. Cuts to federal retirement benefits and further pay freezes harm hardworking federal
employees and their families, who are struggling with these challenges just like their private
sector counterparts.

Apart from the personal toll these cuts take on the dedicated civil servants I am here to represent,
these actions undermine the federal government’s ability to attract and retain the talent this
nation needs to deal with the challenges we all face as a country. Shared sacrifice is fair, but
singling out federal employees and retirees for disparate treatment threatens to do permanent
harm to a federal civil service critical to meeting the increasingly complex and deeply important
tasks of government. At a time when more is being asked of our government, the American
public deserves an engaged and efficient workforce; not one Members of Congress paint as the
source of our country’s problems.

Attacks Based on Misguided Assumptions

The legislative attacks on federal employee retirement compensation seem to derive from: (i) the
misguided assumption that most private sector 401(k) retirement plans provide adequate
retirement income security — they do not; (ii) the related assumption that federal retirement
benefits are overly generous — they are not; and (iii) the questionable opinion that instead of
pursuing policies that would improve private sector retirement income security, Congress should
pursue policies that diminish federal retirement income security — it should not.

The attacks also seem to derive substantially from the erroneous belief that federal employees are
over-compensated compared to their private sector counterparts. The facts support the opposite
conclusion. When comparing similar jobs, including levels of skill, experience and education,
federal employees are paid less. I will discuss these issues later in my testimony.

What Constitutes Adequate Retirement Income?

Retirement plans are designed to provide income security in retirement to ensure that retirees do
not suffer a significant decline in their standard of living. According to the RETIRE Project at
Georgia State University, which has been calculating required retirement replacement rates for
income for decades, a houschold with earnings of $50,000 or more needs about 80 percent of
pre-retirement earnings to maintain the same level of consumption after retirement.’ Individuals

’ See Munnell, Alicia, et. al., “How Much to Save For a Secure Retirement,” Center for Retirement Research at
Boston College, November 2011, Number 11-13, p. 2, available at hup://err. be.cdu/images/stories/Briets/IB_11-
13.pdf (summarizing and citing Palmer, Bruce A. 2008. “2008 GSU/AON RETIRE Project Report.” Research
Report Series No. 08-01 (Jun). Atlanta, GA: J. Mack Robinson College of Business, Georgia State University,
available at hitp.“rouictr.esu.edw/Papers/RRO8- 1 pd!).
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need less money because: (i) they pay less in taxes because they no longer pay Social Security
and Medicare payroll taxes, and they pay lower federal income taxes because — at most — only a
portion of their Social Security benefits are taxable; (ii) they are no longer saving for retirement;
and (iii) most pay off their mortgage before they retire, or soon thereafier.

Both private sector and public sector retirement plans should strive to meet this goal of adequate
retirement income. According to a February 19, 2011, article in The Wall Street Journal, the
median household headed by a person age 60 to 62 with a 401(k) account had less than one-
quarter of what is needed in that account to maintain its pre-retirement standard of living.”
Clearly, Social Security benefits and 401(k) accounts are not providing the retirement security
Americans deserve. Instead of pursuing legislation that eliminates or reduces the defined benefit
portion of the federal retirement plan, Congress should explore policy options to encourage
better private sector retirement plans and/or greater savings rates across the private sector.

Federal Retirement Benefit Programs — Adequate, Not Overly Generous

Federal retirement programs can provide an adequate, but not overly generous, retirement
income. Rather than looking to dismantle the program, Congress should view FERS as a model
for private sector reforms.

Civil Service Retirement System (CSRS)

Federal and postal employees who began their service prior to 1984 are covered by the Civil
Service Retirement System (CSRS). Employees contribute 7 percent of their pay to the Civil
Service Retirement and Disability Fund (CSRDF), from which benefits are paid. CSRS
annuities are equal to the average of the highest three consecutive years of pay multiplied by
years of service multiplied by an accrual rate of 1.5 percent for each of the first five years of
service, 1.75 percent for the 6" through 10" years of service, and 2 percent for each year of
service after the 10™. The annuity is also protected from inflation by periodic cost-of-living
adjustments, based on increases in the Consumer Price Index.

CSRS service is not covered by Social Security, and CSRS employees receive no matching
contributions to their Thrift Savings Plan (TSP) accounts, though they are entitled to make tax-
deferred contributions if they choose to contribute to the TSP. For career employees under
CSRS, the annuity is their sole source of retirement income. As a group, these retirees collect a

¢ Munnell, p. 1.

"E.S, Browning, “Retiring Boomers Find 401(k) Plans Fall Short,” Wall Street Journal, February 19, 2011,
available at: hiip:/online.ws).com/article/SB10001424052748703959604376152792748707356.hyml

3



45

mean monthly annuity of $3,191 ($38,292 annually) after an average of 32 years of service?
The maximum benefit is limited to 80 percent of the average of the high-three years of salary.

That means that CSRS retirement annuities explicitly are limited to providing no more than what
is considered the amount needed to prevent a significant decline in standard of living in
retirement. However, that level assumes individuals will pay less in taxes because a significant
portion of Social Security benefits are not taxable.” While a portion of CSRS annuities are paid
tax-free, because taxes were paid on the initial employee contribution, CSRS annuities receive
less favorable tax treatment than Social Security benefits.

The disparate treatment does not end there. CSRS retirees who have worked at least 10 years in
private sector employment, but fewer than 30 years, see their Social Security benefit reduced by
up to $374 per month through the Windfall Elimination Provision (WEP). In order to comport
with the progressive nature of the Social Security system, the provision reduces the replacement
rate of income on the first $749 of average indexed monthly earnings to prevent middle and
higher income earners from obtaining a replacement rate on their Social Security covered
earnings similar to that afforded to lower income earners. Unfortunately, the provision goes too
far, often unfairly reducing replacement rates for Social Security earnings income below what
workers with similar income but not subject to WEP receive.

Furthermore, the Government Pension Offset (GPO) reduces the Social Security spousal benefit
that a CSRS retiree would otherwise receive by two-thirds of the retiree’s CSRS pension. This
offset is intended to approximate Social Security’s “dual entitlement rule,” through which a
spouse’s Social Security earnings reduce the spousal benefit. But the GPO goes too far by
assuming that two-thirds of a government employees’ pension is equivalent to what he or she
would have received through Social Security with a similar income. This overestimate causes an
unfair reduction in the retirement benefit.

Finally, around one half-miilion current CSRS covered employees'® have not benefitted at all
from the recent payroll tax holiday, as they are not covered by Social Security. Yet while all
other Social Security participants receive a reduction in payroll taxes of 2 percent, H.R. 3630

* Statistical Abstracts for Fiscal Year 2010, Federal Employee Benefits Programs, Office of Personnel Management,
Exhibit RS,

¥ If combined income is between $32,000 and $44,000 for a joint return or between $25,000 and $34,000 for an
individual return, income tax may be payable on up to 50 percent of Social Security benefits. If combined income is
more than $44,000 for a joint return or more than $34,000 for an individual return, up to 85 percent of benefits may
be taxable. Combined income is defined as adjusted gross income plus nontaxable interest plus half of the Social
Security benefit. Taxes and your Social Security Benefit, Social Security Administration,

hiwps/Avww.ssa wov/plannersiayes.htm.

' Statistical Abstracts for Fiscal Year 2010, Federal Employee Benefits Programs, Office of Personnel
Management, p. 2 (estimating that about 16 percent of the approximately 2.7 million covered employees are covered
by CSRS).
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would effectively tax the pay of CSRS participants by another 1.5 percent through an increase in
retirement contributions.

Federal Employees Retivement System (FERS) —~ A Model for Reform

Federal and postal employees who began their service on or after January 1, 1987, are covered
by FERS. Signed into law by President Ronald Reagan, the creation of FERS was motivated by
changes in law that placed new federal hires under Social Security, and it was designed to
provide retirement benefits roughly equivalent to CSRS, but with greater job mobility. Today,
FERS covers about 84 percent of active federal employees.'' Tt provides a three-legged stool of
benefits: (i) a basic defined benefit, which is significantly lower than the CSRS benefit; (ii)
Social Security coverage; and (iii) the Thrift Savings Plan. Both Social Security benefits and
Thrift Savings Plan (TSP) balances are portable to private-sector jobs.

The FERS basic defined benefit annuity is equal to the average of the highest three consecutive
years of pay multiplied by years of service multiplied by an accrual rate of 1 percent if the
employee has less than 20 years of service and retires prior to age 62 or 1.1 percent if the
employee has 20 or more years of service and retires after age 62. While this annuity receives
some inflation protection, it does not always receive the full amount of the increase in the
Consumer Price Index as a cost-of-living adjustment.”

FERS employees contribute a total of 7 percent of pay to Social Security (6.2 percent without the
payroll tax holiday) and to the CSRDF (0.8 percent). Agencies contribute an automatic 1 percent
of salary into FERS employees’ TSP accounts. Employees may receive an additional 4 percent
of salary in matching contributions from their agency. Employee TSP contributions are tax-
deferred; in effect, TSP is the federal employees” 401(k).

As part of the transition from CSRS to FERS, Congress also included a temporary supplemental
benefit for FERS employees who retiree before age 62 with at [east 30 years of service. The
“FERS annuity supplement” is equal to the estimated Social Security benefit that the individual
earned while employed by the federal government and it is only paid until age 62.

Rather than looking to eliminate FERS or reduce its benefits, members of Congress should look
to the system as a model for private sector reforms. Pension experts as diverse as David John,
senior research fellow at the Heritage Foundation; Norma Stein, pension consultant and
professor at Drexel University; and Leigh Snell of the National Council on Teacher Retirement
have referred to FERS as a model.”" The basic benefit it provides is modest — a median of $720
per month ($8,640 annually), and replaces only 1 to 1.1 percent of the average of the highest-

Horg

"2 {f the increase in the consumer price index (CPI) is 2 percent to 3 percent, FERS annuitants only receive a2
percent cost of living adjustment. If the CPL is above 3 percent, FERS annuitants receive the CPI minus 1 percent.

"* Diane Rehm Show, NPR, 10/8/10.
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three years of salary. This provides modest retirement income security that is not overly
generous.

The major motivation for private sector firms moving away from defined benefit plans does not
apply to FERS. Enhanced funding requirements and the instability of market returns led many
private employers to alter their retirement plan structures. On the other hand, agencies fund the
full normal cost of FERS benefits annually, as required by law. This means that the FERS
system is financially sound and 100 percent pre-funded, with no unfunded liability. According
to the Congressional Research Service, “[a]ctuarial projections indicate that the CSRDF will be
able to meet its financial obligations in perpetuity.”* In fact, the creation of FERS helped to
shore up both the CSRDF and the Social Security system.

Legislative Proposals to Cut Federal Retirement Benefits Undermine Their Adequacy
H.R. 3630

H.R. 3630 would substantially reduce the retirement income security provided by FERS and
effectively provide a pay cut for already underpaid federal employees (covered by both FERS
and CSRS) who have experienced a pay freeze for the last two years. New employees (those
with less than five years of service) would experience a 41 percent reduction in their deferred
compensation because the bill would create a new system of retirement that would base
retirement annuities on (i) the average of the highest five years of consecutive service instead of
the highest three years, and (ii) reduce the accrual rate by more than 36 percent, to 0.7 percent.
The resulting 41 percent reduction in FERS annuities would result in a new mean annuity of only
$425 per month ($5,098 annually). That is barely over a third of what a minimum wage earner
would make per year ($15,080), working 40 hours per week for $7.25 per hour.

New employees would also face a 3.2 percent increase in retirement contributions, while other
current employees (covered by both CSRS and FERS) would face a 1.5 percent increase in
retirement contributions over three years. While the tax holiday provides take-home pay
increases for one year, federal employees get permanent pay cuts.

Additionally, H.R. 3630 eliminates the FERS annuity supplement, starting in 2013, This
provision would result in a substantial reduction in early-retirement pay for federal employees
who have dedicated their entire careers to public service and relied on receiving this supplement
as part of their retirement compensation.

'* CRS Report, Federal Emplovees' Retirement System® Benefits and Financing, by Katelin P. Isaacs, January 5,
2011, at 12,
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President’s Proposal

Unlike H.R. 3630, President Obama has only proposed changes to federal retirement programs as
part of a larger shared sacrifice to reduce deficits. The President has not proposed it as an offset
for an extension of the payroll tax holiday. Specifically, the President has proposed increasing
retirement contributions by 1.2 percent over three years and eliminating the FERS annuity
supplement for new employees only, which avoids harming long-serving employees who have
planned for retirement relying on the promise of the annuity supplement.

Federal Employees Are Already Undercompensated

While federal retirement benefits provide a fair balance between current and deferred
compensation, independent studies suggest that the overall compensation package that federal
employees receive is below that of comparable private sector employees. Cutting retirement
benefits or increasing retirement contributions would exacerbate the situation. Data collected by
the Bureau of Labor Statistics {BLS) shows that federal workers are paid approximately 26
percent less, on average, than their private-sector counterparts.”” The BLS makes apples-to-
apples comparisons that account for differences in occupation, education, experience, skill level,
scope of responsibility, length of service, age, geographic location and special requirements such
as exposure to personal danger.

In other words, the BLS distinguishes between workers such as a teenage Dairy Queen’s cashier
in a rural town and an experienced attorney in New York City; and even between a junior
attorney who writes pro forma wills and a senior attorney leading billion-dollar litigation. In
general, the federal workforce consists of more professionals and managers, and federal
employees have more education, are older, have more experience and perform jobs that require
more skill and have more responsibility than the average private-sector worker.

We do recognize that the BLS data does not include retirement benefits; however, the cost to
federal agencies of providing the FERS annuity is 11.7 percent of pay per year.'® The cost to the
government of providing the CSRS annuity is 18.8 percent of pay per year."” These amounts do
not bridge the 26 percent gap. Furthermore, the private-sector compensation used as a
comparison would need to be increased upwards by the cost of retirement benefits to similarly-

'* Recommendations for Locality Pay in 2013, Federal Salary Council, p. 2,
mup/Avww opm.goviocy/fse/recommendation | Lpdf (finding a 26.3 percent gap between comparable private sector
jobs and federal jobs).

' CRS Report, Federal Employees’ Retirement System. Benefits and Financing, by Katelin P. Isaacs, January 3,
2011, at 11,

.
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situated private-sector employers.'® According to the National Compensation Survey, 86 percent
of private-sector employers with 500 or more workers offered access to a retirement plan in
addition to Social Security.”® Every Fortune 100 company offered access to a retirement plan*®
Furthermore, private sector companies have the ability to offer forms of profit-sharing, such as
stock options. This is additional compensation that federal employees cannot receive. Also, it
represents the prospect of substantial financial reward, which the federal government will never
be able to provide.

Maintaining a Qualified Workforce

American citizens need a competent, efficient federal workforce. While there may be

ideclogical disagreements regarding the scope of government, those disagreements should not
endanger the quality of the federal workforce, regardless of its size. Veteran’s Administration
doctors and nurses, Department of Justice prosecutors and Federal Court judges, NASA
engineers and NIH scientists, high-qualified intelligence officers and diplomats, and senior
executives all require adequate compensation, The federal government underpays these
individuals, but provides a modicum of security through its benefits package. Many of these
individuals forego the prospect of riches in the private sector to engage in public service, whether
by caring for veterans or preventing terrorism or otherwise. By undermining their compensation,
we risk hindering our ability to recruit and retain the best and the brightest.

Conclusion

Federal retirement programs provide a fair balance between salary and retirement benefits, an
adequate mix of guaranteed income through defined benefit annuities and individual flexibility
through defined contribution savings. Instead of making them a target for cuts, they should
provide a model for other retirement programs.

Federal employees ensure that the food we eat and the water we drink are safe; they protect our
borders and our airways; they provide us Social Security benefits and deliver our mail; they take
criminals off our streets and keep them behind bars; they care for our veterans and provide the
intelligence needed to thwart terrorism; day after day, they perform the tasks needed to maintain
the stability and security of our country.

"™ On average, about 5 percent. See Employer Costs for Employee Compensation — September 201 1, Bureau of
Labor Statistics News Release, Table A, available at hiip://www . bls.gov/news.release /pdfecee.pdi (ratio of 3.6 to
70.5 = 5 percent). But again, it s important to compare benefits for similar jobs.

" Employee Benefits in the United States — March 2011, Bureau of Labor Statistics News Release, Table [,
available at: htip:/Avww.bls.gor /news.release/pdiVebs2 pdf.

24

See Towers Watson, “Prevalence of Retirement Plan by Type in the Fortune 100,” June 2010, available at:
htp/Aww ton erswatson.com ynited-siatesfrescarch/2 106.
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Federal employees do not ask for much, as they demonstrate their willingness to sacrifice every
day on the job. As much as anyone, our nation’s civil servants understand the constraints of the
federal budget and the gravity of the nation’s fiscal responsibilities. But we do not believe it is
fair to be singled out for sacrifice to pay for a tax holiday that some of us do not even receive,

Thank you again for the opportunity to share our views with you and I am happy to answer any
questions you may have.
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Mr. Ross. Thank you, Mr. Snell.

I will now recognize myself for 5 minutes for questioning. And
I am going to go to the heart of what I think is facing us here, and
that is the congressional pension system.

Do you, each one of you, believe that Congress should bring its
retirement rules in line with those of most Federal employees? And
I will start off with you, Mr. Grimes. And why or why not? Speak-
ing specifically of Congress.

Mr. GRIMES. Honestly, the administration would not have a view
on whether congressional pensions should be the same as the rank-
and-file. Thank you.

Mr. Ross. Dr. Biggs.

Mr. BigGs. In general, yes.

Mr. Ross. And any follow-up, I mean, as to why or why not?

Mr. BicGgs. Well, with congressional pensions, there are some
specific issues that you are looking at, in terms of short tenure and
not—well, presumably, or supposedly, not as much job security.
But, in general, you can address those through a defined-contribu-
tion plan, where there is an employee contribution and an em-
ployer match. If the Member of Congress leaves, they can take that
with them.

Working that circumstance into a defined-benefit plan gets
tricky. The defined-benefit plan, if you look at what is called the
normal cost of pensions under FERS for Members of Congress, is
much, much more generous than the ordinary FERS for Federal
employees, which in turn is much, much more generous than what
a typical private-sector worker gets. So I think clearly some scaling
down makes sense.

Mr. Ross. Mr. Sepp.

Mr. SEPP. Certainly. And I would just point out one other rather
interesting statistic concerning the normal cost factor, in other
words the agency contribution that is set aside for Members of
Congress. That actually has been rising at a somewhat faster rate
than what you would find for the rank-and-file contribution, which
actually tends to fluctuate between 11 and 12 percent. It was about
15 percent back in 1997, now it is over 18 percent for lawmakers.

Mr. Ross. Mr. Snell.

Mr. SNELL. Mr. Chairman, our coalition believes that Members
of Congress should be on an equal footing with all other Federal
retirees in the matter of their retirement.

Mr. Ross. Thank you.

Mr. Grimes, I know it is very important that OPM makes sure
that the Federal Government recruits and retains and rewards
Federal employees. And that is all part and parcel, I think, of what
needs to be done in order to keep our human resources at their
best.

Now, taking us from a defined-benefits plan to a defined-con-
tributions plan, will that in any way, in your opinion, impact the
recruitment and retention of Federal employees?

Mr. GRIMES. Our employee surveys show that benefits provided
by the Federal Government for employment are essential for re-
cruiting and retaining high-quality employees.
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We believe that the President’s proposal to increase contributions
over 3 years by the amount of 1.2 percent is an adequate response
in this time of difficulty.

Mr. Ross. Okay. But do you think it is—is it going to change the
ability for the Federal Government to retain and recruit if we move
t(iwa;rd a defined-contribution plan as opposed to a defined-benefit
plan?

Mr. GRIMES. Well, back when FERS was implemented, of course
we did add that component.

Mr. Ross. Right.

Mr. GRIMES. And I don’t know that our recruitment strategy
changed at that time. But time would have to tell.

Mr. Ross. Dr. Biggs, in terms of the private sector versus the
public sector, I think we have seen Fortune 500 companies rarely,
if at all, provide a defined-benefits plan. In fact, I think—and let
me know if this is true or not—they are moving toward an almost
all defined-contribution plan, which is essentially a 401(k). Is that
your understanding?

Mr. BicGs. That is correct. Defined-benefits plans are dying out
in the private sector, and there is a variety of reasons, one of
which, though, is the ability to recruit and retain.

Defined-benefit plans have an very odd, sort of, path of benefit
accumulation over a worker’s career. For a long period of time,
under defined-benefit plans, an employee accumulates very little of
what you call pension wealth. That tends to shoot up very quickly
later in their career and then falls down again once they reach
their 60’s. I would refer you to the work from Michael Podgursky
of the University of Missouri, who has looked at this very closely
with reference to teachers.

What that means is a defined-benefit plan is worth very, very lit-
tle to short-term employees. The young, mobile employees you
might wish to recruit, a defined-benefit plan is essentially worth-
less to them. Also, you have older employees who you wish to keep
on the job later, continuing employment often means they lose
money under a DB plan. So you get this pushing and pulling effect
which often works contrary to what you want to do in terms of em-
ployee recruitment and retainment.

Mr. Ross. Mr. Sepp, from your research, are we moving toward,
even in government pensions, whether it be municipal, county, or
State pensions, from a defined-benefits plan to a defined-contribu-
tions plan?

Mr. SEPP. I would say we are. And a lot of it is not by choice,
it is by necessity. If you take a look, for example, at Rhode Island’s
problems. The treasurer there, Gina Raimondo, had to come up
with a plan that has much heavier reliance on defined-contribution
systems to finance the whole retirement structure.

Mr. Ross. Because they just can’t afford it.

Mr. SEpP. Affordability is a problem. Plus, of course, in the State
and local pension plans, you have the additional factor of invest-
ments. In other words, the Federal Government doesn’t invest DB
assets——

Mr. Ross. Right.

Mr. SEPP [continuing]. In markets, whereas State and local gov-
ernments often do. They have had a lot of volatility there.
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Mr. Ross. I follow you.

I see that my time is up. I will now recognize the ranking mem-
ber, Mr. Lynch from Massachusetts, for 5 minutes for questioning.

Mr. LyncH. Thank you, Mr. Chairman.

I do note here, we have a MetLife—a 2008 MetLife study that
indicates that workers are more likely to consider pension benefits
as an important factor in remaining with a company. And it would
seem to refute at least some of what we are hearing there from the
panel. Is there any real rebuttal on that?

MetLife is saying that—let me see if I can find it—72 percent of
employees cite retirement benefits—defined-benefit retirement ben-
efits as an important factor in their loyalty to their employer. And
they additionally found—there are several others studies that show
defined-benefit plans keep workers at the job longer than workers
without pensions and that firms with defined-benefit pensions ex-
perienced lower turnover rates than non-pension firms.

Do you find that surprising?

Mr. BigGs. I am not sure that finding is actually inconsistent
with the points that I just made, in terms of the incentives of de-
fined-benefit pensions.

It is certainly true that a mid-career employee under a DB plan
who quits and shifts to another job, because the DB plan isn’t port-
able, will often leave literally hundreds of thousands of dollars on
the table by doing that. So a mid-career

Mr. LYNCH. That would be a disincentive, wouldn’t it?

Mr. BiGGs. Sure. A mid-career employee, therefore, has a strong
disincentive to leave.

What that often means in public service, though, is if you have
somebody—this applies more to the State and local level—someone
who is burned out in their job and would like to leave, they effec-
tively are prohibited from doing it by the effects of the DB plan.

There is, I think, strong empirical evidence that public employees
respond to the push-and-pull incentives of defined-benefit pension
plans. For instance, if you have a——

Mr. LyNcH. Okay. I don’t want you to eat up all my time.

Mr. BiGGs. Sure.

Mr. LyNCH. Thank you.

I also notice that, you know, there is a lot of comparison going
on about private-sector defined-benefit plans. One thing I did no-
tice, that 96 percent of defined-benefit plans in the private sector
are fully paid for by the employer, so that there is only 4 percent
of these defined-benefit plans that—I mean, 96 percent of them,
the employer covers everything. Employees don’t have to contribute
a nickel, not a dime, nothing. And we are comparing them to, you
know, the Federal plan that requires employees to contribute over
their lifetime—a fairly significant amount over their career.

So I having a little bit of trouble comparing a private-sector plan
that requires no contribution, employer covers everything—which
is 96 percent of those plans—and the plan that we are talking
about here today. Any thoughts on that?

Mr. BigGs. I think my answer to that would be that very, very
few private-sector employees today, particularly newly hired pri-
vate-sector employees, have DB pensions. I noted in my testimony
that most private-sector DB plans are not contributory; there isn’t
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an employee contribution. But the fact is simply that very few pri-
vate-sector workers have those. If you look at——

Mr. LyNcH. Would they be larger firms or—the problem is, you
know, you try to compare—I mean, what is it, 8 million Federal
employees, and then you are trying to compare that to Al's Deli.
You know, how do you make that comparison?

Mr. BigGs. They would tend to be more unionized firms—heavy
industry, airlines, auto, things of that nature. In my testimony, I
focused based on worker type. I compared two workers who were
classified by the Bureau of Labor Statistics as professional manage-
ment or related workers—the white-collared, skilled workers that
roughly approximate where Federal employees are.

If you adjust for firm size, you are likely to find somewhat larger
pension contributions. But there are very few newly hired private-
sector workers in any type of firm who are being offered a DB pen-
sion. It is just very unusual.

Mr. LyNcH. Right. But, as you said, if you are comparing de-
fined-benefit plans to defined-benefit plans, you probably should
look at firms that are similar, right? As opposed to—new firms are
generally small when they start. You know what I mean?

Mr. BigGs. I am not talking about firms. I am——

Mr. LYNCH. So you are already——

Mr. BicGs. Even newly hired employees at large firms.

Mr. LYyncH. I am going to take back my time, if I could. Thanks.

Actually, Mr. Chairman, I will yield back. I only have a few sec-
onds left. Thank you.

Mr. Ross. Thank you.

The gentleman from Illinois, Mr. Davis, is recognized for 5 min-
utes.

Mr. Davis. Thank you very much, Mr. Chairman. I want to
thank you for yielding.

I would like to go back to a remark that was made by one of the
witnesses a few minutes ago that I believe deserves some high-
lighting. Mr. Snell from the Federal Postal Coalition, I believe it
was you that said that Federal workers do not enter public service
to become rich. And I will repeat that: Federal workers do not
enter public service to become rich.

In fact, I believe that the average Federal worker enters these
jobs out of the desire to serve their country and to make a dif-
ference on behalf of others. That is a point that I think has been
overshadowed a great deal in recent years.

For the most part, Federal workers are middle-income, hard-
working Americans who perform critical jobs and duties day-in and
day-out. To suggest that they do not deserve a retirement annuity
sufficient enough to cover their expenses in the later years of their
life is pretty much as uncompassionate as I think we can get.

Let me ask each of you if you are aware that the majority of Fed-
eral employees work in cities and communities outside the District
of Columbia. You are aware of that?

Mr. SNELL. Yes.

Mr. DAvis. Well, in fact, I believe that each and every one of us
on this podium, as well as on the panel, know Federal employees
and postal employees in my congressional district who work with
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the idea that after retirement they ought to be able to at least take
care of their basic expenses.

I have a large number of Federal employees in my congressional
district, which is the Seventh Congressional District of Illinois,
which is a major metropolitan area. And, Mr. Snell, let me ask you,
what do you think are some of the potential negative economic con-
sequences in congressional districts such as ours if Congress
freezes Federal workers’ pay for an additional year, as required
based on H.R. 36307

Mr. SNELL. Thank you, Congressman.

That is—the implications on freezing it for another year, work-
ers’ pay, it will substantially reduce their ability to help feed their
families, send their kids to school. It will also have an impact on
their contributions to their Thrift Savings Plan or other retirement
nest eggs that they may have.

So I think what we are talking about by another freeze is again
penalizing middle-class Federal workers, postal workers, to help
solve a budget problem they didn’t commit. And, I mean, they
didn’t have—they are not responsible for.

Mr. Davis. Thank you.

Mr. Biggs, in your testimony, you mentioned that Federal work
force pay is comparable to pay in the private sector for similar
work. However, I would like to ask if you and the other witnesses
are aware of a recent study by the Bureau of Labor Statistics that
found that there is actually a 26 percent pay gap between Federal
workers and their similarly skilled and educated private-sector
counterparts.

Mr. BigGs. I am well aware of that study.

I will say, opinion is divided on Federal pay. On one side are the
studies done for the Federal pay agent, which find these large pay
gaps for Federal employees. On the other side are effectively three
decades of peer-reviewed academic research, which finds a very dif-
ferent result using different—a variety of different methods.

The problem with the pay-agent result is they try to compare
jobs to jobs. They say, what does a Federal job pay relative to a
similar private-sector job? They don’t look at the people who fill
those jobs. The Congressional Budget Office, over 20 years ago,
along with academic research, has shown that for any given job the
Federal Government tends to place in that job an individual with
less experience and less education than the private sector would.
Once you account for that, this 26 percent pay gap simply dis-
appears.

So there is a reason why those studies from the pay agent are
not taken particularly seriously by academics who look at these
issues.

Mr. Davis. Mr. Chairman, let me ask unanimous consent to in-
clude in the record the memorandum from the Federal Salary
Council that highlights the 26 percent pay gap found by the Bu-
reau of Labor Statistics.

Mr. Ross. Without objection, so ordered.

[The information referred to follows:]
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Federal Salary Council
1900 E Street NW,
Washington, DC 20415-8200
November 22, 2011

MEMORANDUM FOR: THE PRESIDENT’S PAY AGENT
HONORABLE HILDA L. SOLIS
HONORABLE JACOB J. LEW
HONORABLE JOHN BERRY

SUBJECT: Level of Comparability Payments for January 2013 and Other
Matters Pertaining to the Locality Pay Program

As authorized by the Federal Employees Pay Comparability Act of 1990 (FEPCA), we present our
recommendations for the establishment or modification of pay localities, the coverage of salary
surveys conducted by the Bureau of Labor Statistics (BLS) for use in the locality pay program, the
process of comparing General Schedule (GS) pay to non-Federal pay, and the level of comparability
payments for January 2013.

Bureau of Labor Statistics Surveys and Pav Gap Methodolegy

We reviewed comparisons of General Schedule and non-Federal pay calculated using Bureau of
Labor Statistics salary survey data collected under the National Compensation Survey (NCS)
program and pay comparisons using a model developed by BLS for using Occupational
Employment Statistics (OES) data in the locality pay program. All of the pay gaps (i.e., percentage
difference between base GS rates and non-Federal pay for the same levels of work) were calculated
using the same general weighting and aggregation methods in use since 1994, when locality pay
was first implemented. The BLS survey data, both OES and NCS, cover establishments of all
employment sizes.

NCS Survey Results

NCS data this year include all of the survey improvements designed for the program. This may be
the last year NCS data will be available because BLS has canceled much of the survey as it migrates
to using the OES model.

Attachment 1 shows the pay gaps for each current locality pay area using NCS data for both 2010
and 2011 and the rate of change between 2010 and 2011.

Changes in NCS Pav Gaps Since 2010

The average NCS pay gap for the 34 existing locality pay areas is 51.37 percent in 2011, compared
to 48.51 percent in 2010, an increase of 2.86 points. Only Miami and Washington, DC, show small

1
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decreases. This overall increase is in line with general labor market trends. Private sector pay
increased about 1.6 percent between March 2010 and March 2011 as measured by the Employment
Cost Index (ECT) for wages and salaries, private sector workers, while Federal employees did not
receive statutory pay increases in 2011 due to the 2-year statutory pay freeze. While GS pay gaps
are affected by many factors, an average pay gap of approximately 49 percent in 2010 could be
expected to grow to about 51 percent at a 1.6 percent growth rate, given that GS employees did not
receive a base pay increase in 2011. Note that these pay gaps exclude current locality pay rates
received by GS employees. Since locality pay is paid on base GS rates, we exclude locality pay
when measuring pay gaps. Factoring in the current average locality pay rate of 19.85 percent would
reduce the average 2011 pay gap to about 26.3 percent, compared to 24.05 percent for 2010.

OES Survev Results

As we reported last year, BLS has developed a model to estimate the impact of work level on salary
by combining OES and NCS data so that OES data could be used in the locality pay program. BLS’
model looks at how salaries vary by work level compared to occupational average salaries so that
OES occupational average salaries can be used to estimate salaries by work level. BLS can apply
the model to locations where it has not conducted an NCS program survey.

Over the last several years, we reviewed OES test data for the locality pay areas and certain other
locations. Attachment 2 shows 2010 and 2011 pay gaps based on the OES model for the existing
locality pay areas and certain other locations. We also show the rate of change since last year.

Changes in QOES Pay Gaps Since 2010

We are concerned about how the OES model gaps changed since last year. Overall, the pay gaps
increased by 10.6 points, with 25 of the 44 locations shown increasing by more than 10 points. This
result is out of line with other economic indicators, including the results of the NCS surveys. We
are particularly concerned that most of the areas are substantially affected by large increases in the
estimated salaries for professional and administrative jobs, particularly at grades GS-12 and GS-13.

While we have test results for the new OES model covering 2007 through 2009 and a production
run for 2010, this is the first time the model has produced such results. We explored several
possible causes of these large increases.

Omissien of NCS Wage Sample—the Primary Cause of Changes in OES Pav Gaps

BLS’ establishment sample for the NCS is divided into a “wage” sample and an “index” sample.
The wage sample represents an expanded survey base for the locality pay program; however, future
NCS surveys may no longer include the wage sample. In other words, the wage sample is the part
of the NCS program that has been canceled. The index sample is used for the Employment Cost
Index and will continue. This is the part of the NCS sample that may be used in the future to derive
the impact of grade level on pay for the OES model. BLS tested the impact on the OES model of
including only a portion of the NCS sample during model development and found the sample
reduction did not significantly affect the results for the test year. For this year’s OES model and
first OES data delivery, BLS did not use the wage sample, since it will not exist in the future unless

2
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it is restored, as we recommend. However, BLS did use the entire wage and index samples for the
NCS delivery. It appears that average salaries for professional and administrative jobs are
substantially higher in the index sample than in the wage sample this year, and this is the main
reason for the large increases in OES pay gaps.

We asked BLS to recompute the OES model using the full NCS sample—wage and index. Using
the full NCS sample, the pay gaps are on average 4.89 points lower than the results based solely on
the “index” sample, thus explaining about 46 percent of the noted 10.6 point change in the average
pay gap since last year, While using the NCS full sample would likely fix the problem we
encountered this year, it may reoccur next year if the “wage” sample is no longer collected.

If we use the 2.86 point increase in the NCS pay gaps as a benchmark of rate of change due to labor
market changes since last year, 4.89 plus 2.86 points of the 10.6 point increase have been
explained-—about 73 percent. Attachment 2 also shows the impact of the wage/index sample by
area.

Recommendations on OES Model

We plan to continue working with OPM and BLS on the OES model to enhance our understanding
of the model. Until the model is well understood, we recommend the President’s Pay Agent (Pay
Agent) use NCS data for existing locality pay areas.

For establishing new locality pay areas in Albany, Albuquerque, Bakersfield, Charlotte, and
Harrisburg, we recommend using aged 2010 data from the OES model as shown in Attachment 3.
There are about 24,000 GS employees in these new areas. We recommend no action be taken for
Virginia Beach at this time because it was not covered by the earlier test results.

We also recommend locations in the Rest of U.S. locality pay area be rank ordered by GS
eroployment and that the Pay Agent ask BLS to provide OES model data for all metropolitan areas
with 2,500 or more GS employees in time for evaluation in 2012, If OES model data are usable in
2012, we will develop recommendations on how many and which additional locality pay areas
should be approved for implementation in 2014 and beyond. Since a small percent of payroll is
usually approved for locality pay increases, implernenting many additional areas at once may not be
feasible, even if warranted by survey findings.

Reinstatemnent of NCS

The Council originally requested the OES model be developed as a way to allow additional
metropolitan areas to be considered for establishment as independent locality pay areas, not as a
replacement for the NCS program. We believe the NCS provides critical information to enhance
the accuracy of comparisons between Federal pay and pay in the non-Federal sector. Considering
that the GS payroll exceeds $80 billion annually, we believe the $8 million annual cost of the wage
sample portion of NCS to be a wise and prudent expenditure (0.01% of payroll cost). NCS provides
robust, reliable, and high quality non-Federal pay data, improving our ability to appropriately
administer Federal pay in a viable, sound, and transparent manner. Accordingly, we recommend
the Pay Agent reinstate the full National Compensation Survey program.

3
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Localitv Rates for 2013

Based on the NCS survey results for locality pay in 2013, the overall gap between base GS average
salaries (excluding any add-ons such as GS special rates and existing locality payments) and non-
Federal average salaries surveyed by BLS in locality pay areas was 51.37 percent as of March 2011.
The amount needed to reduce the pay disparity to 5 percent (the target gap) averages 44.16 percent.
The proposed comparability payments for 2013 for each existing locality pay area are shown in
Attachment 4. Locality rates for new areas are shown in Attachment 3.

These locality rates would be in addition to the 1.2 percent increase in General Schedule base rates
under 5 U.S.C. 5303(a). This provision calls for increases in basic pay equal to the percentage
increase in the Employment Cost Index, wages and salaries, private industry workers, between
September 2010 and September 2011, less half a point. The ECY increased 1.7 percent in
September 2011.

Requests to Be Included in Existing Pay Areas or to Establish New Localitv Pay Areas

OPM staff had contacts from employees in 30 locations by email, telephone, or letter since 2010:

Albany, NY Allentown, PA American Samoa

Ames, IA Atlantic County, NJ Austin, TX

Berkshire County, MA Burlington, VT Butte County, CA
Clallam and Jefferson

Charlotte, NC Charlottesville, VA Counties, WA

Claremont, VT (White River

Junction) Columbus, GA Edwards, CO

Franklin County, ME Granville County, NC Guam

Jefferson County, NY Lansing, MI Mono County, CA

Nashville, TN Northern Marianna Islands Pitkin County, CO

Portland, ME Savannah, GA Tampa, FL

VA Clinics in Ohio Vermont Virginia Beach, VA

We also received letters or petitions from employees or groups representing Albany, NY; Atlantic
County, NJ; Berkshire County, MA; Claremont, NH-VT; Granville County, NC; and Virginia
Beach, VA. Employees from several of these locations provided oral testimony at Council
meetings. In summary, employees in Albany request it be made a separate locality pay area,
employees in Atlantic County seek to be moved from theé Philadelphia pay area to the New York

pay area, employees in Berkshire County request being included in the Hartford locality pay area,
employees in Claremont seek to be included in the Boston locality pay area, employees in Granville
seek to be added to the Raleigh locality pay area, and employees in Virginia Beach seek to be
evaluated as a separate area.

We propose changes in how locality pay areas are defined later in this recommendation. We have
already covered the disappointing results from the 2011 OES model for implementing new locality

4
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pay areas and explained how new areas can be established for Albany, Albuquerque, Bakersfield,
Charlotte, and Harrisburg using 2010 test results. Since reliable 2011 data on non-Federal pay
levels are not available for additional new areas and we are proposing a number of changes in how
locality pay areas are defined, we suggest the Pay Agent not take separate or additional action on
any of the areas that contacted OPM. We recommend action only for locations where we have data
from last year’s OES model that can be used to establish a new locality pay area or in locations that
mect the proposed requirements to be included in a separate locality pay arca. Locations where we
do not have OES data for 2010 and locations that do not meet the proposed criteria must remain in
the Rest of U.S. locality pay area in 2013.

Criteria for Areas of Application

We also reviewed the current criteria for adding adjacent locations to an existing locality pay area.
We previously recommended these criteria, the President’s Pay Agent approved them, and they
have been modified over the years. The current criteria are based on the number of employees
covered by the GS pay system and the level of commuting to/from the adjacent area and the
Metropolitan Statistical Area (MSA) or Combined Statistical Area (CSA) comprising the locality
pay area.

Last year, we concluded that commuting is the most relevant criterion and measures the degree of
economic linkage among areas. The GS employment criterion has always been problematic and
hard to justify because it is not based on an economic linkage among geographic locations.
Accordingly, the Council recommended that the GS criteria be dropped. Unfortunately, the Pay
Agent did not approve this recommendation for implementation in 2012, mainly because of the 2-
year pay freeze.

We believe our recommendations last year continue to be appropriate and resubmit our 2010
proposal for implementation in 2013, after the 2-year pay freeze expires. Under this proposal, we
would continue to use a threshold of 7.5 percent employment interchange rate (commuting) for
evaluating adjacent metropolitan and combined statistical areas for inclusion in an adjacent locality
pay area. We also recommend adopting a new single county commmuting criterion of 20 percent
(instead of 7.5 percent) for evaluating adjacent counties that are not part of a multi-county MSA or
CSA. We recommend increasing the commuting criterion for single counties in consideration of
dropping the GS employment criterion and to insure counties are included only when there is
substantial commuting to/from the pay area which would seriously affect Federal agency
recruitment and retention of employees.

New Commuting Pattern Data

We also have new commuting pattern data available this year. The data were collected as part of
the American Community Survey in 2006-2008. The current release includes only counties in the
United States with populations of more than 20,000 persons, and the full data set will not be
available until 2013. While some counties are missing from the data, which could affect the results,
the data are more current than the 2000 census data we have been using and we recommend using
the new commuting pattern data now.
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Micropolitan Areas

The Claremont CSA (White River Junction, VT) is composed of four counties (Orange and
Windsor Counties, VT; and Grafton and Sullivan Counties, NH) in two micropolitan areas. It does
not contain any metropolitan areas. The Pay Agent stated it would not use micropolitan areas in the
locality pay program unless associated with a metropolitan area. (A metropolitan area includes at
least one urbanized area with a population of 50,000 or more. A micropolitan area includes at least
one urbanized area with a population of at least 10,000 but less than 50,000.) If considered as a
CSA, the entire Claremont CSA would pass the new criteria. Only Grafton and Sullivan Counties
would pass the recommended single county criteria. If considered separately, the two counties in
Vermont are not even adjacent to the Boston locality pay area. Nevertheless, we renew our
recommendation made in 2010 that the Claremont area be treated as a single unit. Likewise, there
are two other micropolitan areas affected by our recommendations shown in Attachment 5. We
believe the distinction between an area with a population core of perhaps 50,001 (a metropolitan
area) and one with a population core of 49,999 (a micropolitan area) is artificial and that all areas
identified by the Office of Management and Budget (OMB) should be treated the same under the
locality pay program.

We note that several locations would pass the current criteria if the new commuting pattern data
were used or all GS employees counted. This includes Portland, ME, and Granville County, NC.
Some employees in the Portland, ME, area were retained in the Boston locality pay area when new
MSA definitions were implemented in 2005. Likewise, most employees in Granville County, NC,
are already included in the Raleigh locality pay area under the Federal facilities that cross county
lines criteria. We recommend the Pay Agent not exclude these employees when evaluating these
areas for inclusion in an adjacent locality pay area under the current criteria.

Summary of Pay Area Boundaries

These criteria recommendations would move about 15,400 GS employees in 23 metropolitan areas
and about 4,000 GS employees in 97 counties into an existing locality pay area. The affected areas
are listed in Attachments 5 and 6.

New Core-Based Statistical Areas

Under Office of Personnel Management (OPM) regulations, locality pay area boundaries change
automatically when OMB adds counties to Core-Based Statistical Areas (CBSAs). OMB
periodically makes substantial revisions in CBSAs and is planning a major update for 2013. Prior
to the 2003 CBSA update, OPM temporarily changed its regulations so that locality pay areas
would not change with the new CBSA definitions. This provided time for the Council and the Pay
Agent to review the new CBSA definitions for use in the locality pay program. We believe thisis a
good practice and recommend OPM revise its regulations again to delink from CBSA definitions
for the 2013 update.
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Summary of Locality Pay Areas for 2013

In summary, we recommend retaining the 34 existing locality pay areas, adding new locality pay
areas for Albany, NY, Albuquerque, NM, Bakersfield, CA, Charlotte, NC, and Harrisburg, PA, and
amending the criteria for evaluating areas adjacent to existing locality pay areas for inclusion in the
pay area.

By direction of the Council:

SIGNED
Stephen E. Condrey, Ph.D.
Chairman

Attachments
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Attachment 1

National Compensation Survey Pay Gaps March 2011 and March 2010
March 2011 GS 2011 NCS 2010 NCS

AREA Base Payroll Pay Gap Pay Gap Change
Anchorage (2005)" $484,514,023 58.00% 55.35% 2.61%
Aflanta $1,793,721,540 48.21% 46.13% 2.08%
Boston $1,647,263,198 61.33% 56.51% 4.82%
Buffalo $303,385,070 42.23% 36.66% 5.57%
Chicago $1.366,489.414 58.67% 55.67% 3.00%
Cincinnati $457,677,756 43.62% 39.58% 4.04%
Cleveland $633,832,948 43.84% 41.79% 2.05%
Columbus $567,202,360 42.46% 40.77% 1.68%
Dallas $1,246,149,515 52.15% 48.14% 3.01%
Dayion $736,844.613 42.09% 35.93% 8.16%
Denver $1,253,550,161 51.69% 49.84% 1.75%
Detroit $829,737,966 51.17%, 46,92% 4.25%
Hartford $285,834,666 84.77% 61.56% 3.21%
Honolulu™ $898,027,005 45.92% 39.34% 6.58%
Houston $882,302,985 50.97% 50.62% 0.35%
Huntsville $791,112,530 50.32% 45,65% 467%
indianapolis $541,862,549 39.63% 35.64% 3.98%
Los Angeles $2,238,985,443 61.83% 58.02% 381%
Miami (2010 FSC

version) $864,170,325 49.42% 51.10% -1.68%
Milwaukee $217,725,602 44.62% 38.72% 5.90%
Minneapolis $476,095,848 53.95% 51.92% 2.03%
New York $3,208,239,240 68.63% 66.62% 3.01%
Philadelphia $1,701,012,166 51.76% 48.83% 1.93%
Phoenix $548,320,318 48.69% 43.93% 4.76%
Pittsburgh $431,108.668 37.80% 35.13% 267%
Portland $643,900,996 55.59% 51.69% 3.90%
Raleigh $888,607,985 41.33% 35.38% 5.95%
Rest Of US* $34,005,800,537 35.87% 30.95% 4.92%
Richmond $574,918,783 39.13% 34.98% 4.15%
Sacramento $464,889,599 56.28% 54.55% 1.74%
San Diego $1,373.402.558 65.23% 56.40% 8.83%
San Jose $1,640,123,693 75.56% 72.55% 3.01%
Seattle $1,633,338,558 59.55% 52.85% 6.70%
Washington, DC $21,528,316,542 70.05% 71.60% -1.55%
Total/Averages $87,158,463,160 51.37% 48.51% 2.86%

* Anchorage and Honolulu payroll are whole State and RUS includes nonforeign and some locations shown

separately elsewhere.
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Attachment 2

2011 Occupational Employment Statistics Pay Gaps

20110ES 20110ES | Compared
March 2011 GS index 2010 full NCS to Index

AREA Base Payroll Sample QES Change sample Sample
Albany $171,522,656 48.38% 39.18% 9.20% 46.99% 1.39%
Albugquerque $514,173,430 54.17% 36.68% 17.49% 49.97% 4.20%
Anchorage $484,514,023 68.71% 53.99% 14.72% 65.03% 3.68%
Allanta $1.793,721,540 55.82% 43.42% 12.40% 50.04% 5.78%
Bakersfield $50,692,328 67.22% 58.97% 8.25% 62.11% 5.11%
Boston $1,647,263,198 66.17% 56.02% 10.15% 61.46% 4.71%
Buffalo $303,385,070 48.77% 40.23% 9.54% 46.37% 3.40%
Charlotte $165,592,338 48.31% 42.99% 5.32% 48.93% -1.62%
Chicago $1,366,488,414 62.63% 53.68% 8.85% 57.40% 523%
Cincinnati $457.677,756 43.03% 37.15% 5.88% 39.25% 3.78%
Cleveland $633,832,948 46.06% 38.42% 7.64% 41.93% 4.13%
Columbus $567,202,360 45.04% 38.18% 6.85% 42.23% 2.81%
Dallas $1,246,148,515 56.60% 46.12% 10.48% 51.57% 5.03%
Dayton $736,844,613 48.36% 37.60% 10.76% 43.30% 5.06%
Denver $1,253,550,161 66.61% 58.19% 8.42% 60.68% 5.93%
Detroit $829,737,966 61.97% 52.23% 9.74% 57.56% 4.41%
Guam -0.80% -0.46% -0.34% -2.95% 2.15%
Harrisburg $367.511,408 48.09% 37.20% 10.89% 44.57% 3.52%
Hartford $285,834,666 65.51% 56.04% 9.47% 61.50% 4.01%
Honolulu $898,027,005 50.58% 39.19% 11.39% 46.82% 3.76%
Houston $882,302,985 66.43% 53.12% 13.31% 60.22% 6.21%
Huntsville $791,112,530 55.97% 44.72% 11.25% 49.39% 6.58%
indianapolis $541.862,549 35.67% 29.65% 6.02% 32.78% 2.89%
Lansing $46,577,257 43.33% 39.26% 4.07% 39.75% 3.58%
Los Angeles $2,238,985,443 78.49% 66.33% 12.16% 74.07% 4.42%
Miami $864,170,325 50.73% 40.65% 10.08% 48.56% 4.17%
Milwaukee $217,725,602 48.54% 40.83% 7.71% 44.74% 3.80%
Minneapolis $476,095,848 56.31% 47.67% 8.64% 52.31% 4.00%
New York $3,208,238,240 77.72% 65.21% 12.51% 72.64% 5.08%
Philadelphia $1,701,012,166 64.01% 52.85% 11.16% 58.51% 4.50%
Phoenix $548,320,318 50.11% 39.77% 10.34% 46.54% 3.57%
Pittsburgh $431,108,668 46.81% 35.35% 11.46% 42.93% 3.88%
Portland $643,900,996 55.80% 43.89% 11.91% 50.93% 4.87%
Portland ME $54,033,178 43.90% 32.81% 11.09% 41.39% 2.51%
Puerto Rico -8.43% | -15.31% 6.88% -10.31% 1.88%
Raleigh $888,607,985 46.56% 35.29% 11.27% 43.01% 3.55%
Rest Of US $32,635,297 941 35.54% 28.14% 7.40% 32.65% 2.89%
Richmond $574,916,783 43.98% 34.64% 9.34% 40.49% 3.49%
Sacramento $464,889 599 64.00% 49.76% 14.24% 59.81% 4.19%
San Diego $1,373,402,558 80.57% 67.68% 12.88% 78.77% 3.80%
San Francisco $1,640,123.693 96.11% 82.41% 13.70% 89.99% 6.12%
Seattle $1,633,338,558 66.59% 54.80% 11.79% 62.83% 3.76%
Virgin Islands 25.81% 15.24% 10.57% 22.37% 3.44%
Washington DC $21,528,316,542 85.09% 70.40% 14.69% 76.72% 8.37%
All Areas Shown $87,158,463,160 58.27% 47.67% 10.60% 53.38% 4.89%
Proportion increase due sample reduction 46.09%
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Attachment 3
Aged 2010 OES Pay Gaps for New Locality Pay Areas
Area 2010 Gap Gap Aged to 2011 Target Gap and 2013
Rate
Albany 39.18% 41.41% 34.68%
Albuquerque 36.68% 38.87% 32.26%
Bakersfield 58.97% 61.51% 53.82%
Charlotte 42.99% 4528% 38.36%
Harrisburg 37.20% 39.40% 32.76%
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Attachment 4
National Compensation Survey March 2011 Pay Gaps
and Locality Pay Rates for 2013

Target Gap

March 2011 GS Base 2011 NCS and 2013

AREA Payroll Pay Gap Rate
Anchorage $484,514,023 58.00% 50.48%
Atlanta $1,793,721,540 48.21% 41.15%
Boston $1,647,263,198 61.33% 53.65%
Buffalo $303,385,070 42.23% 35.46%
Chicago $1,366,485,414 58.67% 51.11%
Cincinnati $457,677,756 43.62% 36.78%
Cleveland $633,832,948 43.84% 36.99%
Columbus $567,202,360 42.46% 35.68%
Dallas $1.246,148,515 52.15% 44.90%
Dayton $736,844,613 42.09% 35.33%
Denver $1,253,550,161 51.69% 44.47%
Detroit $829,737,966 51.17% 43.97%
Hartford $285,834,666 64.77% 56.93%
Honolulu $898,027,005 45.92% 38.97%
Houston $882,302,985 50.97% 43.78%
Huntsville $791,112,530 50.32% 43.16%
Indianapolis $541,862,549 39.63% 32.99%
Los Angeles $2,238,985,443 61.83% 54.12%
Miami $864,170,325 49.42% 42.31%
Milwaukee $217,725,602 44.62% 37.74%
Minneapolis $476,095,848 53.95% 46.62%
New York $3,208,239,240 68.63% 60.60%
Philadelphia $1,701,012,166 51.76% 44.53%
Phoenix $548,320,318 48.69% 41.61%
Pittsburgh $431,108,668 37.80% 31.24%
Portland $643,900,996 55.59% 48.18%
Raleigh $888,607,985 41.33% 34.60%
Rest Of US $34,005,800,637 35.87% 29.40%
Richmond $574,916,783 39.13% 32.50%
Sacramento $464,888,599 56.28% 48.85%
San Diego $1,373,402,558 65.23% 57.36%
San Jose $1,640,123,693 75.56% 67.20%
Seattle $1,633,338,558 59.55% 51.96%
Washington, DC $21,528,316,542 70.05% 61.96%
All Pay Areas $87,158,463,160 51.37% 44.16%
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Attachment 6

Single Counties Added to Existing L.ocality Pay Areas under Proposed Criteria

POP
DENSITY GS
PERSONS EMP
PER AVG
COMMUTE SQUARE | Sep 10
LOCALITY | COUNTY 2000 COMMUTE | MILE 2000 | to Jun
PAY AREA CODE COUNTY NAME CENSUS 2006-2008 CENSUS 11
Atlanta 13011 Banks Co. GA 38.24 61.7 1
Aflanta 01029 Cleburne Co. AL 37.02 25.2 21
Atlanta 13115 Floyd Co. GA 20.85 26.33 176.5 75
Atlanta 13123 Gilmer Co. GA 29.49 28.28 55.0 34
Atlanta 13129 Gordon Co. GA 18.48 23.37 124.0 14
Atlanta 13137 Habersham Co. GA 21.11 23.25 128.1 39
Atlanta 13157 Jackson Co. GA 53.24 58.62 121.5 26
Atlanta 13187 Lumpkin Co. GA 62.18 69.92 739 33
Atlanta 13211 Morgan Co. GA 54.18 44.2 4
Atlanta 01111 Randoiph Co. AL 40.04 28.52 38.5 3
Atlanta 13283 Talbot Co. GA 45.96 16.5 0
Atlanta 13311 White Co. GA 39.33 43.07 826 2
Boston 33003 Carroll Co. NH 25.59 26.36 46.8 45
Buffalo 36121 Wyoming Co. NY 39.01 41.58 73.2 7
Chicage 17075 froguois Co. IL 32.38 34.71 28.1 g
Chicago 18149 Starke Co. IN 27.25 34.55 76.2 1
Cincinnati 39001 Adams Co. OH 30.12 30.36 46.8 2
Cincinnati
39071 Highland Co. OH 40.07 40.47 738 21
Cincinnati | 54457 Owen Co. KY 31.27 30.0 4
Cincinnati 18137 Ripley Co. IN 53.72 55.37 59.4 4
Cincinnati
18155 Switzerland Co. IN 46.97 41.0 3
Cincinnati | 45461 Union Co. IN 31.30 455 9
Cleveiand 39043 Erie Co. OH 18.77 24.32 312.1 177
Cleveland 39169 Wayne Co. OH 2443 25.11 200.9 74

14
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Attachment 6

POP
DENSITY GS
PERSONS EMP
PER AVG
COMMUTE SQUARE | Sep10

LOCALITY | COUNTY 2000 COMMUTE | MILE 2000 | to Jun
PAY AREA CODE COUNTY NAME CENSUS 2006-2008 CENSUS 11
Columbus 39073 Hocking Co. OH 48.27 61.74 66.8 1
Columbus 39091 Logan Co. OH 24.02 22.21 100.4 41
Columbus 39119 Muskingum Co. OH 17.91 20.22 127.3 56
Columbus 39127 Perry Co. OH 50.91 61.45 83.2 5
Columbus 39131 Pike Co. OH 32.26 32.82 62.7 22
Columbus 39163 Vinton Co. OH 30.21 30.9 4
Dallas 40013 Bryan Co. OK 27.74 2273 40.2 21
Dallas 48217 Hill Co. TX 29.16 30.15 33.6 18
Dallas 48223 Hopkins Co. TX 19.52 22.48 40.8 14
Dallas 48237 Jack Co. TX 34.86 9.6 4
Dallas 48337 Montague Co. TX 34.23 20.5 8
Dallas 48349 Navarro Co. TX 27147 31.38 44.8 23
Dallas 48379 Rains Co. TX 53.91 39.4 0
Dallas 48467 Van Zandt Co. TX 48.36 49.02 56.7 9
Dayton 39149 Shelby Co. OH 28,52 31.61 1171 7
Detroit 28151 Sanilac Co. M! 39.09 39.06 46.2 10
Detroit 26157 Tuscola Co. Mi 24,74 24,99 1.7 18
Houston 48089 Coloradao Co. TX 23.21 25.84 21.2 . 10
Houston 48185 Crimes Co. TX 31.74 38.55 20.7 4
Houston 48313 Madison Co. TX 2578 27.8 1
Houston 48373 Polk Co. TX 27.94 32.44 38.9 38
Houston 48455 Trinity Co. TX 38.81 19.9 1
Houston 48477 Washington Co. TX 19.70 22.23 49.9 14
Houston 48481 Wharton Co. TX 29.22 33.15 37.8 13
Huntsville 47103 Lincoln Co. TN 27.25 31.48 55.0 5
Hunisville 01095 Marshall Co. AL 17.48 20.50 145.0 116
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Afttachment 6
POP
DENSITY GS
PERSONS EMP
PER AVG
COMMUTE SQUARE | Sep 10

LOCALITY | COUNTY 2000 COMMUTE | MILE 2000 | to Jun
PAY AREA CODE COUNTY NAME CENSUS 2006-2008 CENSUS 11
Indianapolis | 18031 Decatur Co. IN 22.84 30.33 65.9 15
Indianapolis_| 18035 Delaware Co. IN 18.51 20.59 302.0 59
Indianapolis | 18045 Fountain Co. IN 21.25 454 9
Indianapolis | 18071 Jackson Co. IN 30.11 33,64 81.2 8
Indianapolis { 18139 Rush Co. IN 53.48 44.7
Milwaukee | 55055 Jefferson Co. Wi 23.76 26.61 132.8 38
Milwaukee | 55127 Walworth Co. Wi 25.78 25.66 168.8 14
Minneapolis | 27065 Kanabec Co. MN 37.43 28.6 10
Minneapolis | 27078 Le Sueur Co. MN 38.29 51.31 56.7 4
Minneapolis | 27083 Meeker Co. MN 54.95 63.14 372 23
Minneapolis | 27095 Mille Lacs Co. MN 58.34 65.15 389 3
Minneapolis | 27087 Morrison Co. MN 29.66 31.82 28.2 155
Minneapolis | 27115 Pine Co. MN 32.00 32.49 18.8 213
Minneapolis | 55085 Palk Co. Wi 39.27 43.77 450 51
Minneapolis | 27143 Sibley Co. MN 38.87 26.1
Minneapolis | 27147 Steele Co. MN 15.53 20.70 784 2
Minneapolis | 27153 Todd Co. MN 16.02 21.60 259 19
New York 36105 Sullivan Co. NY 40.68 37.22 76.3 30
Pittsburgh 42059 Greene Co. PA 43.62 45.20 70.6 32
Pitisburgh 42083 Indiana Co. PA 24.45 23.19 108.1 52
Portiand 53015 Cowlitz Co. WA 2217 31.27 81.6 78
Raleigh 37033 Caswell Co. NC 16.85 22.97 55.3 2
Raleigh 37077 Granville Co. NC 62.09 65.58 9.3 1263
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Attachment 6
POP
DENSITY GS
PERSONS EMP
PER AVG
COMMUTE SQUARE | Sep 10

LOCALITY | COUNTY 2000 COMMUTE | MILE 2000 | to Jun
PAY AREA CODE COUNTY NAME CENSUS 2006-2008 CENSUS 1
Raleigh 37105 Lee Co. NC 47.77 49.20 180.6 57
Raleigh 37181 Vance Co. NC 22.08 27.21 169.4 34
Richmond 51029 Buckingham Co. VA 22.24 26.9 2
Richmond 51057 Essex Co. VA 34.64 38.8 7
Richmond 51081 Greensville Co. VA 22.75 39.1 0
Richmond 51119 Middlesex Co. VA 21.87 76.2 [t}
Richmond 51135 Nottoway Co. VA 36.25 50.0 172

Prince Edward Co.
Richmond 51147 VA 22.26 10.08 559 27
Sacramento | 06003 Alpine Co. CA 55.64 1.6 9
Sacramento | 06005 Amador Co. CA 22.02 25.18 58.2 40
Sacramento | 06011 Colusa Co. CA 25.39 30.47 16.3 39
Sacramento | 06091 Sierra Co. CA 22.41 3.7 47
San Jose 06033 Lake Co. CA 17.89 2044 46.4 74

Grays Harbor Co.
Seattle 53027 WA 16.08 20.06 351 47
Seattle 53041 Lewis Co. WA 26.54 29.03 28.5 66
Washington | 24011 Caroline Co. MD 20.76 27.16 93.0 12
Washington | 54031 Hardy Co. WV 21.05 21.7 25
Washington | 24029 Kent Co. MD 31.19 27.91 68.7 13
Washington | 51113 Madison Co. VA 35.37 39.0 21
Washington | 51137 Orange Co, VA 40.00 60.65 75.7 8
Washington | 51139 Page Co. VA 14.81 21.70 74.5 111

Rappahannock Co,
Washington | 51157 VA 103.14 26.2 9
Washington | 51171 Shenandoah Co. VA 33.68 38.39 68.5 48
Washington | 24041 Talbot Co. MD 18.65 20.03 125.6 28
Total 4,049

17
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Attachment 6
Commuting between Proposed New Pay Areas and Adjacent Counties not in a2 Multi-County
Metropolitan Area
GS Empl
Avg

2000 2006-2008 Sep 10 to

MET NAME Commuting COMMUTE Jun 11
Albany Greene Co. NY 4551% 46.91% 8
Albany Hamilton Co. NY 26 33% 2
Charlotte Chesterfield Co. SC 23.48% 28.47% 18
Harrisburg Juniata Co. PA 28.28% 28.86% 24
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Mr. Davis. Thank you. My time is up, and I would yield back.

Mr. Ross. Thank you.

Mr. Lynch.

Mr. LyncH. Thank you, Mr. Chairman.

Similarly, I would like to ask unanimous consent that the state-
ment of Colleen M. Kelly, the national president of the National
Treasury Employees Union, also be entered into the record.

Mr. Ross. And, without objection, it is so ordered.

[The prepared statement of Ms. Kelly follows:]
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Chairman Ross, Ranking Member Lynch, and members of the Subcommittee, thank you for this
opportunity to provide testimony on behaif of the 150,000 federal employees represented by the
National Treasury Employees Union (NTEU). NTEU is also proud to be part of the Federal-Postal

Coalition, which is providing separate testimony at today’s hearing.

The federal employees represented by NTEU are dedicated, experienced and well educated
individuals who diligently work to accomplish their agencies’ missions with declining resources. They
are budget analysts overseeing muiti-billion doifiar budgets; physicians undertaking cutting edge
research to cure deadly diseases; law enforcement officers guarding our borders, and scientists
safeguarding our food and water supplies. They tend to be more experienced and have more years of
education than private sector workers. Fully 51 percent have a college degree compared with an
estimated 35 percent of private sector workers. Twenty percent have advanced degrees compared with

13 percent of private sector workers.

The size of the federal workforce has declined from one federal worker for every 78 U.S.
residents in 1953 to one federal worker for every 147 residents in 2009. This fact alone shows just how
much smarter and harder federal employees are working. Consider this — in 1995, the Internal Revenue
Service (IRS) had a staff of 114,018 to administer our tax laws and process 205 million returns. Today,
the IRS employs just over 94,000 and processes approximately 236 million much more complicated tax

returns than it handled in 1995.
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1t serves no one to belittle the work of the federal workforce and uitimately, it is the public that
loses when the federal government is unable to retain — or recruit the best employees. It is well past

time that, as a nation, we understand and agree on that,

In late 2010, Congress enacted a federal pay freeze for 2011 and 2012, That pay freeze is
estimated to reduce federal spending and the deficit by more than $60 billion over the next ten years.
However, before other groups have even contributed a dime to deficit reduction efforts, some in
Congress have returned to attack the federal pension system and attempt to squeeze an additional $65

billion in cuts from this middie class group of taxpayers.

In the 1980’s, Congress worked to reform and modernize the federal retirement program.
Twenty-five years ago, the Federal Employees Retirement System (FERS) was created to replace the
original Civil Service Retirement System {CSRS) and address its growing unfunded liability. FERS solved
that problem, and, helped save the Social Security system, as well, at a critical juncture in its history.
The retirement age, annuity calculation, cost of living adjustment formula and basic benefit formula are
all less generous than the earlier CSRS retirement system. FERS is fully funded and financially sound
with no unfunded liability. Today, FERS is frequently pointed to as a model by a diverse group of

pension experts.

Most federal employees must work 30 years and reach 55 years of age before becoming eligible
for an unreduced annuity. Members of Congress, who pay slightly more toward their retirement and
receive a slightly higher pension, can retire after 20 years of service at the age of 50 with an unreduced
annuity. in 2007, the average monthly annuity payment to workers who retired under the FERS system

was $944 each month - less than $12,000 annually. It is also important to keep in mind that federal
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employees contribute 12% of their pay into all three parts of their retirement system to achieve a
modest retirement income. This is not the hallmark of an overly generous retirement system. To listen

to some critics of the FERS program, you would think that the program is opulent. it is not.

In announcing your hearing, Mr, Chairman, you indicated that you would seek to turn the
federal pension program into a “cost-affordable defined contribution pension system”. 1t is difficult to
see how this plan fits the title of this hearing. Study after study shows that defined contribution systems
do not provide adequate retirement income. The testimony of Mr. Andrew Biggs of the American
Enterprise institute indicates that “(F)inancial advisors generally recommend a “replacement rate” of 70
to 80 percent of final earnings for an adequate retirement income.” He then suggests that a 32%
replacement rate would be adequate for federat employees — less than half what he acknowledges

financial advisors recommend.

Defined benefit plans are a good fit for a workforce that is highly educated and slightly older
than the general workforce. Itis an excellent tool to recruit and retain skilled workers. That is why so
many governmental entities provide defined benefits. Rather than try to eliminate a well-designed
system that meets the goals for which it was created, Congress should be considering the impact of
millions of workers in defined contribution plans who will have to seek out federal poverty programs

when they retire due to inadequate replacement income.

DEFICIT REDUCTION AND FEDERAL EMPLOYEES

in December, as part of the Payroll Tax Holiday Extension legislation, the House passed changes

to the federal retirement program that were nothing less than draconian. lronically, the Social Security
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payroll tax holiday these cuts were designed to fund would not even benefit nearly 600,000 federal

employees in the CSRS retirement system who do not receive —~ or contribute to - Social Security.

Even more ironic is the fact that increasing employee pension contributions with no
corresponding increase in benefits is fittle more than a tax — a selective tax on federal workers that is
scored as revenue by CBO. It s difficult for me to explain to NTEU members why Members of Congress
— especially those who took a pledge NOT to raise taxes - have suddenly carved out an exception for

federal workers. Apparently the pledge not to raise taxes does not apply to those who serve our nation.

The leadership of the House of Representatives would rather cut the pay and retirement
benefits of federal workers than increase taxes by even the smallest amount for the extremely wealthy.
The theory behind the payroli tax holiday is that it puts money directly into the hands of working
Americans and is an important and much-needed economic stimulus. However, freezing the pay and
increasing the pension contributions for middle class federal workers across the country while
continuing to protect the income and benefits of the most affluent members of our society defeats the

purpose of the stimulus.

The House-passed Payroll Tax Extension Bill would increase pension contributions for current
employees by .5% for three years with a permanent increase of 1.5% continuing after that. An average
federal employee would see a decrease in take-home pay of from $400 to 51150 per year by 2015. In
addition, ending the FERS supplement for those not subject to mandatory retirement would have a
major impact on those employees retiring before age 62. For an average employee eligible to retire at

55, this would be a loss of over $65,000 over seven years.
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For new hires with less than five years of previous service, the bill would base future federal
employee pensions on the highest 5 years of service instead of the current highest 3 years and reduce
the multiplier used to calculate annuities. This would reduce benefits for future federal retirees by more
than 40 percent. When the provision to eliminate the FERS Social Security supplement is factored in,
the FERS retirement system provides little benefit to future retirees. Lost in these proposals is any
recognition that FERS was the result of an exhaustive two year study by both the House and the Senate
10 create a new retirement system whose costs and benefits to both the employee and the employer
would be reasonable. It was carefully crafted to meet the objectives of federal employee compensation
policy and to have a positive impact on the federal workforce. Changing the employee contribution

without changing the benefits in a similar way is simply a tax on federal employees.

Earlier this year, Republicans on the House Committee on Oversight and Government Reform
suggested similar proposals to the “Supercommittee”, as they worked on their ultimately unsuccessful
plan to achieve further deficit reduction. Their proposals — to change the high three to high five,
increase employee contributions to FERS by 6.2%, increase employee contributions to CSRS to 10%,
eliminate the FERS pension for new hires, eliminate the FERS supplement for current employees, reduce
the workforce by 10%, extend the pay freeze through 2015 and eliminate step increases — added up to
$375 billion in cuts over ten years. it is sad that the Committee tasked with overseeing the federal

workforce seems hell-bent on destroying it.

Coupled with the two year pay freeze, these changes in the federal pension systerm would result
in real, permanent and meaningful declines in employee take home pay and standards of living. In
addition, there is little question that these changes would be a major disincentive to those

contemplating joining the federal workforce in the future.
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The Council for Excellence in Government & Gallup Organization reports that 60 percent of the
federal government’s General Schedule employees and up to 90 percent of the Senior Executive Service
will be eligible to retire in the next ten years. Whether this Subcommittee wants to admit it or not, the
federal government will need to be prepared to compete for the best and brightest college graduates to
fill this retirement void. Fair pay, affordable health insurance and a solid retirement program will be

required to compete for and retain the talent and experience the federal government will need.

DEFINED BENEFIT PENSIONS

Critics often complain that the FERS system is out of fine with private sector retirement plans.
Two points are relevant here: First, there are still millions of workers in the private sector with defined
benefit plans. In addition, there is strong evidence that both public and private sector defined benefit
plans strengthen national and local economies. The National Institute on Retirement Security {NIRS)
produced figures for 2009 that indicate that defined benefit pensions had a total economic impact of
$756 billion, supported more than 5.3 million American jobs, and supported more than $121.5 billion in

annual federal, state and local tax revenue.

Late last year, the Congressional Budget Office released a survey of household wealth, showing
that in the years from 1979 to 2007, the share of income for the top one percent in this country grew by
275% while the middle 60 percent of the country saw their income grow by just under 40%. This rapid
rise in income for the top one percent reflects, at least in part, the very large pay and compensation

increases for top corporate executives. One of the ways corporations found the money to increase the



81

compensation for top executives was to end their defined benefit pension plans for the rest of their

workers.

In recent testimony before the Senate Finance Committee, the Pension Rights Center urged
Congress to come up with policies that will encourage more businesses to bring back some form of
defined benefit plans. Significantly, two states, Nebraska and West Virginia, both switched their public
pension funds from defined benefit plans to defined contribution plans but went back to defined benefit
plans “when it was revealed that the benefits provided [in the defined contribution plans] did not allow
employees to retire with an adequate income.” (See “The Staying Power of Pensions in the Public
Sector” by Beth Almeida and llana Boivie, published in the California Public Employees Program Journal,

May 2009.)

Second, the decline of defined benefit plans is thanks to a combination of the economy, clever
accounting gimmicks by corporations to raid pension funds, and overzealous “benefit consultants” who
find new ways to use the funds for anything other than actual pensions. Because of this, more and more
employees in the public and private sector are facing attacks on one of the most critical factors in
maintaining a middle class lifestyle in retirement — a pension. The pensions and 401{k) s that replaced
defined benefit plans will simply not provide enough retirement income for middle class Americans.

This is a serious problem that must be dealt with in the near future. A recent front page story in the
Washington Post indicated that the shift to 401k} plans “put the burden of saving and investing for

retirement on workers, and many were unable to do so”.

The Center for Retirement Research at Boston College has calculated that the estimated

national retirement income deficit facing households in this country is between $5.2 and $7.9 trillion.
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NiIRS has stated that “Half of the retirees who plan on drawing down their savings in their 401(k) account
over their life expectancy will run out of money”. Many will simply not retire at all. Sun Life Financial’s
“Unretirement index” released in October shows that the number of American workers who feel “very
confident” that they will be able to pay for basic living expenses in retirement has plummeted since
September 2010. in fact, the only group that feeis confident about their retirement is the group that

has a lifetime guaranteed annuity, the kind found in defined benefit plans.

CONCLUSION

Federal employees are well aware of the challenges our country faces -- and as | have detailed
here — have already stepped up to the plate to do their part. In addition to the $60 billion over 10 years
that federal employees have contributed as a result of the 2011 and 2012 federal pay freeze, they
continue to help their agencies perform their missions successfully and efficiently, even in the face of
continued threats of government shutdowns. Serving America has been and will continue to be job #1

for federal employees. We don't need a second class civil service, and we can’t afford one either.
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Mr. Ross. That completes our questioning by these Members. We
have been called to vote. We will recess now.

I want to thank our panelists for being here today. I appreciate
your testimony.

And then we will reconvene right after this series of votes to im-
panel our second panel of witnesses.

[Recess.]

Mr. Ross. I want to reconvene the Subcommittee on Federal
Workforce, U.S. Postal Service and Labor Policy. In the interest of
time, we are going to go ahead and get started, and I would like
to recognize one of our first panelists, the gentleman from North
Carolina, Mr. Coble, for 5 minutes on his bill.

STATEMENT OF HON. HOWARD COBLE, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF NORTH CAROLINA

Mr. CoBLE. Chairman Ross, I thank you and your fellow mem-
bers of the subcommittee for having called this hearing.

Reforming congressional pensions is long overdue. From the feed-
back that I have received over the years, Mr. Chairman, this pro-
gram is unpopular with many taxpayers. When I first ran for office
in 1984, I told citizens of the Sixth District of North Carolina that
if elected, I would not participate in the congressional pension pro-
gram—not my most brilliant financial decision, I might add—and
would work to reform the system.

North Carolina has a similar system back home, and I have re-
jected that as well, for this reason, Mr. Chairman. I believe the
taxpayers pay our salary. I don’t know that they need to pay our
pensions. Over the years, I have tried unsuccessfully to change the
congressional pension program. I have introduced bills to abolish
the system and to make it equal to the pension that all Federal
employees receive. All of these past efforts died quickly and quietly.

So for the 112th Congress, I tried a new approach. My bill would
link to the time of service required before a Member of Congress
would be eligible for participation in the pension program. This leg-
islation, H.R. 2652, extends the time required, as is the case now,
from 5 years to 12 years before a Member is vested in an annuity
under the Federal Employees Retirement System. In order to avoid
any constitutional concerns, the bill would only apply to Members
who have not yet been elected to serve in the Congress.

Extending the required years of service from 5 to 12 years was
a logical calculation. It is the equivalent of two terms in the Senate
or six terms in the House or a combination of each of the two.

It is also important to note, Mr. Chairman, that H.R. 2652 has
no impact on other Federal employees. During the past few years,
many workers and retirees in America have lost their pensions due
to bankruptcy or in the stock market. In my view, the decision to
participate in the congressional pension program is a personal one,
between the Representative and his or her constituents. H.R. 2652
does not interfere with that relationship. It simply raises the bar
of eligibility for Members seeking a Federal annuity.

I think the bar should be raised, and considering the current
economy, I think doing so now would be received very well by the
American taxpayers.
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I am not patting myself on the back. Well, maybe I am, but I am
patting you on the back as well, Mr. Chairman, you and your mem-
bers, for having called this hearing because many people in this
town don’t want any discussion directed to pensions. They want the
status quo to remain intact, and I think that is probably—in my
opinion, that is a mistake. I appreciate your consideration for H.R.
2652 and hope that you will support this legislation so that we can
begin the process of improving the congressional pension program.

Mr. Chairman, in closing, I don’t know of any pension situation
that vests after only 5 years. I think it is overly generous, and I
think that is one of the reasons why it is so unpopular among tax-
payers in America, and I thank you again, Mr. Chairman.

[The prepared statement of Hon. Howard Coble follows:]
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THE HONORABLE HOWARD COBLE
STATEMENT
SUBCOMMITTEE ON FEDERAL WORKFORCE, U.S. POSTAL SERVICE AND
PoLicy

LEGISLATIVE HEARING ON RETIREMENT READINESS, STRENGTHENING
FEDERAL PENSION SYSTEM

WEDNESDAY, JANUARY 25, 2012
H.R. 2652: A Bill to amend title 5, United States Code, to provide that
Members must complete 12 years of creditable service in order to be
vested in an annuity under the Federal Employee Retirement

Good morning Chairman Ross, Ranking Member Lynch and
other members of the subcommittee. Thank you for taking the time to
schedule this important hearing.

Reforming congressional pensions is long overdue. From the
feedback that | have received over the years, this program is
unpopular with many taxpayers.

When | first ran for this office in 1984, | told citizens of the Sixth
District that, if elected, | would not participate in the congressional
pension program and would work to reform the system. As an aside,
| did not participate in North Carolina’s legisiative pension system
either.

Over the years, | have tried unsuccessfully to change the

congressional pension program. | have introduced bills to abolish the
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system and to make it equal to the pension that all federal employees
receive. All of these past efforts died quickly and quietly. So, for the
112™ Congress, | tried a new approach: My bill would lengthen the
time of service required before a Member would be eligible for
participation in the pension program.

This legislation is H.R. 2652 and it extends the time required
from five years to 12 years before a Member is vested in an annuity
under the Federal Employee Retirement System. In order to avoid
any constitutional concerns, the bill would only apply to Members who
have not yet been elected to serve in Congress.

Extending the required years of service from five years to 12
years was a logical calculation. 1t is the equivalent of two terms in the
Senate or six terms in the House or any combination of the two. Itis
also important to note the H.R. 2652 has no impact on other federal
employees.

During the past few years, many workers and retirees in
America have lost their pensions due to bankruptcy or the stock
market. In my view, the decision to participate in the congressional
pension program is a personal one, between the representative and

his or her constituents. H.R. 2652 does not interfere with that
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relationship; it simply raises the bar of eligibility for Members seeking
a federal annuity. | think the bar should be raised — and considering
the current economy — I think doing so now would be received very
well by the American people.

| am not patting myself on the back for refusing the
congressional pension; it's something that | pledged to my
constituents and intend to honor. | deeply appreciate your
consideration of H.R. 2652 and hope that you will support this
legislation so we can begin the process of improving the
congressional pension program.

Thank you again, | yield back the balance of my time.
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Mr. Ross. Thank you, Mr. Coble, I appreciate your time today.

Now recognize the gentleman from Arkansas’ Second Congres-
sional District, Mr. Griffin, for 5 minutes.

Mr. CoBLE. Mr. Chairman, may I be excused?

Mr. Ross. Yes, sir.

Mr. CoBLE. I am going to head to the airport.

Mr. Ross. Have a safe trip home, Mr. Coble.

Mr. CoBLE. Thank you, sir. Appreciate it.

Mr. Ross. Yes, sir.

STATEMENT OF HON. TIM GRIFFIN, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF ARKANSAS

Mr. GrRIFFIN. Thank you, Mr. Chairman, thank you to Ranking
Member Lynch for inviting me to testify on my bill, H.R. 3480, the
End Pensions in Congress [EPIC] Act.

My top priority in Congress is to encourage private sector job cre-
ation, especially through finding ways that the government can live
within its means. I believe the EPIC Act helps to achieve this goal.

Americans are demanding bold and real change from Wash-
ington, and I believe my proposal meets that test, and as I hear
a lot when I am back in my district in Arkansas, it is something
that my constituents really don’t think we will ever do.

On November 18, 2011, I introduced the EPIC Act, which would
end the congressional pension plan for future Members of Congress
and recently elected Members who have not yet vested. So if you
are here like me and you haven’t been here 5 years, then it would
end the pension for you as well as new Members of Congress.

If you have already vested, then you have the opportunity to opt
in if you want to stay in the system, and then it won’t impact you.
I thought that was only fair for the people who had been here for
some time, to leave the rules of the game as they were when they
got here.

For me, this is not a moral judgment. I personally, like Congress-
man Coble, decided not to participate in the congressional pension
program. I did that because I ran on it. But this is not a moral
judgment for me, and I don’t ask that folks necessarily share my
Xiew on whether to take the pension in order to support the EPIC

ct.

I would love to provide Members with pensions, but for me, it is
just a matter of the bottom line, and that is that we can’t afford
it. Our national debt has topped $15 trillion, going to $16 trillion,
and the Federal Government borrows 42 cents for every dollar it
spends. And I recognize that ending congressional pensions alone
will not fix our debt problems. In fact, it won’t even significantly
reduce our Federal spending. I get that. But I believe it is the gate-
way, if you will, it is the necessary starting point for reforming the
Federal Employees Retirement Program more broadly, FERS, as
we call it.

Congress must lead by example and cannot credibly tackle FERS
without first reforming our own federally funded benefits. Many of
my constituents have told me they support ending congressional
pensions and pensions for future Federal employees because they
know those combined, not just focusing on the congressional, but
those combined will save the American taxpayers hundreds of bil-
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lions of dollars. The private sector has already realized that de-
fined-benefit pension plans for employees are a thing of the past.
This realization came at a cost with the failure of the pension pro-
grams of some of America’s biggest companies.

Take, for example, United Airlines and Delphi corporations. Both
of these companies’ pension programs were turned over to the Pen-
sion Benefit Guaranty Corporation, and now some participants in
those programs receive reduced payments.

If you look at what the private sector gets in terms of private-
sector employees and their benefits and what we get in the Federal
Government, what we get is generous by any standard. Most pri-
vate-sector employers do not provide pension benefits. Some pro-
vide TSPs with a 3 percent match. We get a 5 percent match.

The Federal Government is currently projected to contribute
about $25 billion to FERS in 2012. By 2025, there is a three-quar-
ter of a trillion dollar deficit. If we do not adjust these benefits for
future recipients, our retired Federal employees may be faced with
potential cuts to their benefits. We have already seen this in
Greece, where the current financial crisis has resulted in a 20 per-
cent cut in pensions.

So the bottom line is this: It is not a choice between leaving
things the same or changing and reforming the system. We either
have to reform the system, or eventually benefits are going to be
cut for people currently relying on them.

I ask for your support with my bill. I think it is a first step to-
ward reforming pensions more broadly. I think it is about time we
did it. Thank you for having me here today. Look forward to work-
ing with you on it.

[The prepared statement of Hon. Tim Griffin follows:]
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Statement of Congressman Tim Griffin

Subcommittee on Federal Workforce, U.S. Postal Service and Labor Policy
House Oversight and Government Reform Committee

“Retirement Readiness: Strengthening the Federal Pension System”
January 25, 2012

| thank Chairman Ross and Ranking Member Lynch for inviting me to testify on my bill, H.R. 3480, the
End Pensions in Congress (EPIC) Act.

My top priorities as a Member of the U.S. House of Representatives have been to limit excessive federal
spending and to restore stability to the U.S. economy so we can continue to lead the world in innovation
and job creation. | have heard from many of my constituents in the Second Congressional District of
Arkansas who expressed their support for ending both Congressional pensions and pensions for future
federal employees. Congress and the President must work together to institute common sense reforms
1o how our federal government spends hard-earned taxpayer dollars. Your subcommittee’s jurisdiction
over the federal workforce can help to provide a critical role in determining how we can reform
retirement benefits for Members of the House and Senate and the future federal workforce to save
American taxpayers hundreds of billions of doliars.

On November 18, 2011, | introduced the EPIC Act to end the Congressional pension plan for recently-
elected Members of the House and Senate who have not yet qualified for pension benefits and for
future Members. The EPIC Act would aiso end the pension plan for Members of the House and Senate
who have served for five or more years and do not opt in to continue their pension benefits within 90
days of the bill’s enactment. This bill is an important first step to reforming the retirement programs for
all future federal civilian employees so that we can reduce government spending and get our fiscal
house in order.

Under current law, at the age of retirement, Members of the House and Senate who serve for at least
five years receive a pension. This pension provides them with an annual payment of 1.7 percent of their
salary multiplied by the number of years they served in Congress. In 2009, under the current plan, the
average annual pension for those retiring from Congress was $40,140. Some Members, however, are
eligible to receive up to 80 percent of their final annual salary, which currently would equal over
$137,000 a year.!

Here’s the bottom line: our national debt has topped $15 trillion, and the federal government borrows
42 cents for every dollar it spends. The American taxpayer can no longer afford to pay for the
retirement benefits of Members of Congress. Although the elimination of Congressional pensions will
not fix our federal debt problems, or even make a significant dent in the reduction of our federal
spending, it is a necessary starting point for reforming the Federal Employees’ Retirement Program
(FERS).

{ believe that the EPIC Act is necessary because Congress needs to fead by example and cannot credibly
tackle FERS without first reforming our own federally funded benefits. Reforming FERS for future

! Congressional Research Service, Federal Employees’ Retirement System Benefits and Financing (Washington,
DC: CRS, October 20, 2011).
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federal employees will save the American taxpayer hundreds of billions of dollars. It has become clear
that pensions for future federal employees have also become a luxury that this nation can no longer
afford.

The EPIC Act is an important first step towards instituting necessary reforms to retirement benefits for
all future federal employees while still ensuring that benefits offered by the federal government remain
competitive with those in the private sector. Since President Obama took office in 2009, he has
increased the federal civilian workforce by more than 190,000 individuals, which totaled 2,130,289
federal civilian employees in September 20117 As the number of federal employees continues to rise
under this Administration, it is important that we acknowledge the additional burden that hard working
American taxpayers are required to shoulder in order to provide the generous benefits that these
individuals are eligible to receive.

The private sector has already realized that defined benefit pension plans for employees are a thing of
the past. This realization, though, came at a cost with the failure of the pension programs of some of
America’s biggest companies, including United Airlines and Delphi Corporation, one of the world’s
largest automotive parts manufacturers. Both of these companies’ pension programs were turned over
to the Pension Benefit Guarantee Corporation (PBGC), and some participants in these pension programs
will receive reduced payments.’

In general, all fuli-time permanent civilian federal employees are eligible to receive a pension, health
benefits, and participate in the Thrift Savings Plan, which is similar to a 401{k), with up to a five percent
match by the federal government.* As noted in the chart below, the number of full-time private
industry employees that participate in a defined benefit pension plan has been in a steady decline over
the past two decades, and now nearly 80 percent of private sector employees do not receive a pension.®
Currently, thirty-one percent of private sector employees do not have access to employer-provided
health care®, and the most common retirement benefit for a private sector employee is a 401(k) with
only a three percent employer match.” By only eliminating the pension program, federal employees will
still be eligible to receive generous health and retirement benefits while saving billions in taxpayer
dollars.

2 U.S. Office of Personnel Management, http://www.fedscope.opm.gov/employment.asp (accessed 18 Jan. 2012)
*«“The 10 Biggest Failed Pension Plans,” U.S. News and World Report, 23 Aug. 2010,
http://money.usnews.com/money/blogs/planning-to-retire/2010/08/23/the-10-biggest-failed-pension-plans (accessed
19 Jan. 2012)

* Congressional Research Service, Federal Employees’ Retirement System: Benefits and Financing (Washington,
DC: CRS, October 20, 2011).

* U.S. Department of Labor Bureau of Labor Statistics, Changing Landscape of Employment-based Retirement
Benefits (Washington, DC: BLS, September 29, 2011).

® U.S. Department of Labor Bureau of Labor Statistics, Employee Benefits in the United States ~ March 2011
(Washington, DC: BLS, July 26, 2011).

7 Emily Brandon, “5 Employers With Generous 401(k) Matches,” U.S. News and World Report, 27 Sep. 2010,
http://money.usnews.com/money/retirement/articles/2010/09/27/5-employers-with-generous-40 1 k-matches
(accessed 18 Jan. 2012).
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Chart 1. Percent of fuli-ti ploy participating in defined contribution
and defined benefit plans, private industry, 1989-2011
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According to the September 2010 Civil Service Retirement and Disability Fund Annual Report, in 2012,
the federal government is projected to contribute about $24.9 billion to the Federal Employees’
Retirement System (FERS). By 2065, FERS required contributions from the federal government are
projected to rise to $221.7 billion, with the government paying out $341.1 billion in benefits.?
Furthermore, the current Civil Service Retirement and Disability Fund, which provides these pension
funds to beneficiaries, is currently facing $663 billion in unfunded liabilities that is projected to peak in
2023 at nearly 749 billion. 1f we do not adjust these benefits for future recipients, our retired federal
employees may be faced with potential cuts to their benefits — as we have seen happen in other
countries.

8 U.S. Office of Personnel Management, Civil Service Retirement and Disability Fund Annual Report (Washington,
DC: (OPM, February 2011).

¥ Congressional Research Service, Federal Employees’ Retirement System: Budget and Trust Fund Issues
{Washington, DC: CRS, October 20, 2011).



93
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The financial problems in Greece have led to an agreement by the cabinet to cut pensions to help
address their budget shortfalls. According to Greek government officials, there will be a 20 percent cut
in pensions for current retirees, pensions paid to those younger than 55 will receive a cut of 40 percent
for the amount exceeding 1,000 Euros, and wages will be lowered for 30,000 government employees. '’
If we do not act now to transition future generations of federal employees into a retirement system that
is in line with the private sector, by eliminating the defined benefit plan of pensions and reverting to a
defined contribution plan through TSP, | believe we risk altering the pensions of those currently vested.

It must be emphasized that the choice is not between the current system and reform, but between
reform or mandated cuts to the benefits of those currently vested in FERS. Reform must happen to
ensure the sustainability of payments promised by the federal government to those who are currently
vested in FERS. This will also help to limit the amount of hard-earned taxpayer dollars that will be
required to pay for future federal retirees and save hundreds of billions of dollars over the next few
decades.

This is simply a program that the American taxpayer can no longer afford and should not be required to
pay for. Likewise, the federal government should stop misleading its employees and the American
people about the affordability and sustainability of federal pension programs, especially since our
federal government continues to dig our country deeper and deeper into debt,

3

' Eleni Chrepa and Natalie Weeks, “Greece Speeds Budget Cuts to Ensure Aid as Transport Workers Hold Strike,”
Bloomberg, 22 Sep. 2010, http//www.bloomberg.com/news/201 1-09-2 1 /greece-accelerates~cuts-to-wages-pensions-
to-gnsure-next-baifout-payment.html (accessed 18 Jan. 2012).
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Federal benefits will remain competitive with the private sector, and we will be able to save the
American taxpayers hundreds of billions of doliars by eliminating the current defined benefit pension
program for federal employees and Members of Congress.

| again thank Chairman Ross and Ranking Member Lynch for inviting me to testify today. 1look
forward to working with you and your subcommittee to ensure passage of the EPIC Act and additional
bifls to reform retirement benefits for future federal employees.
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Mr. Ross. Thank you, Mr. Griffin.
I now recognize the gentleman from Colorado’s Sixth Congres-
sional District, Mr. Coffman, for 5 minutes.

STATEMENT OF HON. MIKE COFFMAN, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF COLORADO

Mr. CorFFMAN. Thank you, Mr. Chairman, and Ranking Member
Lynch.

I had the honor of serving in both the U.S. Army and the Marine
Corps. And in the Congress of the United States, I have the oppor-
tunity to serve on the House Armed Services Committee. And I
think Admiral Mullen, when he was chairman of the Joint Chiefs
of Staff, testified before the Congress that the greatest threat to
U.S. security is our national debt. He didn’t say it was Al Qaeda.
He didn’t say it was North Korea or Iran. He said it was an inter-
nal problem, and that is America’s national debt.

We in the Congress are going to have to exercise extraordinary
leadership in navigating this country out of our debt crisis, and in
doing so, we are going to have to ask the American people to make
sacrifices, to include Federal employees and even our military, and
so it is about leadership.

And if there is one thing I learned in both the U.S. Army and
the Marine Corps about leadership, it was leading by example.
Never ask anyone to do anything that you yourself would not be
willing to do. And so I believe that the Congress of the United
States has to lead by example to give us the credibility to attack
these very difficult issues.

Last September, I introduced House Resolution 2913, and what
House Resolution 2913 does is it in effect ends the congressional
pension program. It does so by honoring all accrued benefits that
Members have earned under this program, but not allowing any
more benefits to accrue. Members of Congress pay in 1.3 percent
of their salary into this pension program. It is a factor of 1.7 per-
cent is the benefit they accrue for the first 20 years, 1 percent
thereafter, and so what it would say is that we will honor anything
that has been accrued up to the effective date of the bill, and for
those Members who are not vested yet, it takes 5 years to be vest-
ed, then they would certainly get that 1.3 percent refunded to
them.

I believe that the Founding Fathers of this country envisioned a
Congress where its Members came from other professions to serve
in the Congress and didn’t see the Congress as a career in and of
itself, where they would be reliant upon the taxpayers of the
United States to provide them a pension for the rest of their lives,
and so I feel that this also fits in that vision by doing away with
the defined benefit pension program.

We would still have a defined contribution pension program that
is available to all Federal employees, whereby members can put up
to $17,000 into the defined contribution pension plan and have a
5 percent match of their salary that is matched by the taxpayers
of the United States, and I think this is more in line with what
our private sector counterparts get all across America, and so,
again, I think this is about leading by example. This is about Con-
gress making a sacrifice to show the American people that we have
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skin in the game with them during these challenging economic
times. So, Mr. Chairman and Ranking Member Lynch, I look for-
ward to your questions.

[The prepared statement of Hon. Mike Coffman follows:]
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Mr. Chairman and Ranking Member: Thank you for the opportunity to appear before you today
and discuss a subject of great importance to me - congressional benefit reform.

Approval ratings for members of Congress are at an all-time low. A Gallup poli last month found
only 11 percent of the American public approves of how Congress conducts itself. In the 35 year
history of polling Americans on Congress, this is the lowest approval rating they have measured.

‘We have to ask ourselves, why? There are certainly a lot of contributors to low approval ratings,
but I think a large part is because of the disconnect between taxpayers and the government that
represents them, Washington, DC, simply does not have the same financial pressure that
squeczes the rest of America. The federal government has the power to continually borrow and
spend money that we do not have, federal lawmakers receive annual pay raises automatically
unless they act to stop it, and the congressional pension system is vastly superior to what is
available to the average American.

I appreciate that we are here today to discuss civil service retirement. My own particular focus is
on Congressional reform, but I certainly don’t want to forestall any broader action. The
language the House passed tast December, HR 3630, was a good step towards necessary reform.
But I believe that Congress must take a bolder step. Whatever reforms we enact for civil service
retirement should be based on a platform that involves the end of the Congressional pension
plan.

I'served my country in both the U.S. Army and in the Marine Corps and T was taught from the
beginning of my military career that a fundamental tenet of leadership is to lead by example. 1
learned that leaders should never ask others to do anything that they themselves would be
unwilling to do. Since it is obvious that we will have to enact reforms to government spending,
which includes changes to the civil service system, we also must address congressional pay and
benefits in a strong and meaningful way.

PRINTED ON RECYCLED PAPER
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Accordingly, last September, I introduced HR 2913, which would terminate the defined benefit
pension plan available to members of Congress. It is important for members of Congress to
demonstrate that, during these challenging economic times, we have “skin in the game.” Our
citizens need to understand and appreciate that as a precursor to significant spending reform,
Congress is willing to curb their perks and will start by eliminating a benefit which is not
available to the vast majority of Americans.

I am sure you are all familiar with the background on the move away from pension plans in our
nation. As former OMB Director Peter Orszag has pointed out, the rest of the country, the part
that has to balance its books, has moved away from defined benefit plans towards defined
contribution plans. Twenty five years ago, 89 of the Fortune 100 companies offered a traditional
defined-benefit pension plan. Today, only 13 of the Fortune 100 companies offer a traditional
defined-benefit plan, and 70 offer only a defined-contribution plan.

The real blow here is that Congress has both. Congressional pensions are supplemented by the
Thrift Savings Plan, a defined contribution program. We should be able to get by on this, as the
rest of the country seems to do.

It is my belief that our founding fathers envisioned Congress as a body of citizen legislators,
people who were successful outside elected federal office and who would not be beholden upon
their service in Congress to provide for them for the rest of their lives. If we vote to end the
Congressional pension plan and demonstrate to the American people that we understand we are
servants of the people and not a political elite exempt from the challenges felt by most
Americans today, it will do much fo restoring the trust we should have.

Under my bill, members of Congress will still be required to pay into Social Security and may
still participate in the defined contribution Thrift Savings Plan available to all federal employees.
My legislation would also honor any retirement benefits already accrued by members of
Congress prior to its enactment. In addition, it would reimburse members who will have served
for less than five years for the 1.3% of salary contributions already paid into the pension plan
from which they will never collect.

The issue of the congressional pension is easily understood by the voting public. It always
generates immediate enthusiasm. My bill also enjoys the support of three prominent taxpayer
advocacy groups: Americans for Tax Reform, Citizens Against Government Waste and the
National Taxpayers Union have come out to publicly support my legislation.

Given our 15 trillion dollar national debt, ending the congressional retirement plan may be little
more than a symbolic move toward fiscal responsibility. However, it will be viewed as important
by the American people, as it is a step toward changing the culture of Washington, D.C.

‘We in Congress have to make tough decisions to find a way out of this crisis. This will involve
asking the American people to make sacrifices related to their reliance on a government that has
grown much larger than our economy will ever be able to support. In these extremely difficult
economic times, Congress needs to set an example for the country and I think that ending our
pension plan would be a good start.
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Mr. Ross. Thank you, Mr. Coffman.

Mr. GRIFFIN. Mr. Chairman.

Mr. Ross. Yes, Mr. Griffin.

Mr. GRIFFIN. I just want to ask permission I be allowed to go
catch my plane.

Mr. Ross. Sure.

Mr. GRIFFIN. Thank you, appreciate it.

Mr. Ross. Thank you, Mr. Griffin.

The gentleman from the 17th Congressional District of Illinois,
Mr. Schilling, you are recognized for 5 minutes.

STATEMENT OF HON. ROBERT T. SCHILLING, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF ILLINOIS

Mr. SCHILLING. Thank you, Chairman Ross and Ranking Member
Lynch.

I appreciate the opportunity to be here today to testify. When 1
came to Congress, there was several different issues to discuss, and
what I did was I put together a bill 2397, H.R. 2397. I call it the
Congressional Retirement Age Act. It is a bipartisan money-saving
piece of legislation that provides an opportunity for Congress to
lead by example.

And in Congress, we often talk about what we can do today to
make things better for our kids and our grandkids. To achieve this,
I think we are going to have to make some tough decisions and
then some easy decisions. The Congressional Retirement Age Act
represents a small commonsense step we can take toward reevalu-
ating the pensions that the Members of Congress are eligible to re-
ceive.

When I ran for office, I made a contract with the people of the
17th District of Illinois, and one of the elements of this contract
was to reject the congressional pension. This was a personal deci-
sion, rooted in the belief that our Founders did not set Congress
up to be a career. And I am not here to preach to anyone. My goal
is to advocate for good policy change basically.

As you know, Members of Congress are eligible to receive a pen-
sion at the age of 62 after 5 years of Federal service. However, if
a Member has served for 25 years, they can receive it as early as
age 50. I can tell you that I have talked to many of my constituents
about this issue and am hard pressed to recall one person that be-
lieves Congress should receive a pension, let alone as early as age
50, and this especially rings true when you consider that the ear-
liest the folks back home can retire and receive their Social Secu-
rity benefits is age 65.

The first bill I introduced as a Member of Congress is H.R. 2397.
It simply ties a Member of Congress’ eligibility to receive pension
benefits to the Social Security retirement age. Regardless of wheth-
er or not you believe Congress should be getting a pension, I hope
that we can all agree that Members of Congress who do elect to re-
ceive the pension benefits should not be able to do so before their
constituents can access Social Security benefits.

I believe that this is a bipartisan effort with 26 cosponsors in the
House, and then Senator Sherrod Brown of Ohio has spearheaded
the effort in the Senate. The Congressional Retirement Age Act has
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the support of the National Taxpayers Union and the Taxpayers
Protection Alliance.

According to a preliminary CBO staff estimate, this legislation
would save $10 million to $15 million over 10 years. This is real
money. At a time when we are facing a national debt of more than
$15 trillion, all the cost savings we can get definitely count.

Again, I would just like to thank you for opportunity to speak on
this legislation today, and I would also like to thank Chairman
Ross and Congressman Chaffetz for cosponsoring H.R. 2397. 1
would welcome the support of all of the Members in Congress on
this bill and look forward to working together and hope that we
can advance the Congressional Retirement Age Act.

[The prepared statement of Hon. Robert T. Schilling follows:]
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Congressman Bobby Schilling
Testimony before the Subcommittee on Federal Workforce, U.S, Postal Service and Labor Policy
House Committee on Oversight and Government Reform

Chairman Ross, Ranking Member Lynch and members of the Subcommittee on Federal Workforce, U.S. Postal
Service and Labor Policy:

| appreciate the opportunity to appear before you today to discuss the issue of pensions for Members of
Congress and in particular, H.R. 2397 the Congressional Retirement Age Act. This is bipartisan, money saving
legislation that provides an opportunity for Congress to lead by example,

In Congress we often talk about what we can do today to make a better tomorrow for bur grandchildren. To
achieve this, | think we're going to have to make some tough decisions and some easy decisions. The
Congressional Retirement Age Act represents a small, common-sense step we can take today towards re-
evaluating the pensions that Members of Congress are eligible to receive,

When | ran for office, | made a contract with the people of the 17" District of Hllinols. One of the elements of
this contract was to reject the congressional pension, This Is a personal decision rooted in the belief that our
founders did not set Congress up to be a career. | am not here today to preach at anyone, My goal is to
advocate for a good policy change.

As you know, Members of Congress are eligible to recelve a pension at age 62 after five years of federal
service. However, if 3 member has served for 25 years, they can receive a pension at age 50, | can tell you
that | have talked to many constituents about this Issue and am hard pressed to recall one person that
believes Congress should receive a pension, let alone as early as age 50. This especially rings true when you
consider that the earliest that folks we represent back home can receive Social Security benefits Is age 65.

The first bill Lintroduced as a member of Congress, H.R. 2397, simply ties a member of Congress’ eligibility to
receive pension benefits to the Soclal Security retirement age. Regardless of whether or not you belleve
Congress should be getting a pension, | hope that we can all agree that Members who do elect to receive
pension benefits, should not be able to do so before their constltuents can access Social Security benefits,

This is a truly bipartisan effort with 26 cosponsors in the House. Senator Sherrod Brown of Ohio has
spearheaded this effort over in the Senate. The Congressional Retirement Age Act has the support of the
National Taxpayers Union and the Taxpayers Protection Alliance. According to a preliminary CBO staff
estimate, this legislation would save to $10 to $15 million over ten years. This is real money and at a time
when we are facing a national debt of more than $15 trillion, all cost savings count,

Again, thank you for the opportunity to speak on this legislation today. | would also like to thank Chairman
Ross and Congressman Chaffetz for cosponsoring H.R. 2397, | would welcome the support of all members of
Congress on this bill, 1 look forward to working together and hope that we can advance the Congressional
Retirement Age Act,

Bobby Schilling
Member of Congress
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Mr. Ross. Thank you, Mr. Schilling.

Mr. SCHILLING. And I also have a

Mr. Ross. A plane to catch?

Mr. SCHILLING. Yeah.

Mr. Ross. Have a safe trip.

Mr. SCHILLING. Thank you very much. Have a great one.

Mr. Ross. Thank you for taking the time.

The gentleman from Florida’s Fifth Congressional District, my
colleague Mr. Nugent, you are recognized for 5 minutes.

STATEMENT OF HON. RICHARD B. NUGENT, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF FLORIDA

Mr. NUGENT. Well, first of all, I would like to thank the com-
mittee and particularly you, Chairman Ross, and Ranking Member
Lynch for allowing us to speak here today.

I came to D.C. in 2010 as a new Member at orientation week like
everybody else, and I met with the benefits office to talk about the
health care benefits, the Thrift Savings Plan, and other pension
plans. During that meeting, I turned down the health insurance
plan. I didn’t think that I should have better benefits than anybody
at the Sheriff’s Office where I just retired. I did that because I be-
lieve I am here representing the people of the Fifth District, Con-
gressional District of Florida. I am not here to enrich myself but,
rather, serve my community, my neighbors, and my Nation.

That is why to this day, my wife and I buy health insurance,
which we pay for out of our own pocket. This decision costs us over
$10,000 a year.

During that meeting, I also tried to opt out of the congressional
pension fund, FERS, for the same reason. I also asked if there was
a way to contribute to the Thrift Savings Plan without getting a
government match for my investment. Frankly, I was shocked
when the benefits representative told me that I was legally re-
quired to accept a congressional pension as long as I was here for
at least 5 years. Similarly, I couldn’t contribute to the TSP without
receiving a Federal match of up to 5 percent. Even more, if I didn’t
put a single penny, not a single penny into the TSP, the govern-
ment would still contribute to the match of 1 percent of my salary
without any cost to me.

Once I was sworn in, I dug into this issue further to try to figure
out why, exactly, I was legally prohibited from choosing not to par-
ticipate in the Federal Employee Retirement System. What I found
out was until 2004, Members of Congress could opt out to decline
coverage under the Federal Employee Retirement System. In fact,
to this day, anybody elected to this body before September 30, 2003
continues to be able to decline the Federal Employee Retirement
System coverage. It is only Members of the House of Representa-
tives, not even Senators, entering office of September 30, 2003 who
are legally obligated to participate in the Federal Employee Retire-
ment System. Why are Senators allowed to opt out and not Rep-
resentatives? Why are folks elected before September 30, 2003 al-
lowed to opt out at this time but not after that date? And, frankly,
I really don’t know.

What I do know is this, I was a cop for 38 years, and for the last
10 of those years, I was sheriff of Hernando County, Florida. That
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was my career, and what I am doing here in the House of Rep-
resentatives is serving my country. As I see it, you get a pension
for your career, not for your service. Congress is not and will never
be my career. That is why I introduced H.R. 981, Congress is Not
a Career Act.

This bill would simply put Members of Congress like me, elected
to the House of Representatives after September 2003, on the same
footing as those folks that were here longer than us. I want to
make it clear that Congress is Not a Career Act does not require
anybody to give up a pension. Additionally, supporting my bill does
not commit you to opting out of the Federal Employee Retirement
fund. It simply says that you will have a choice.

H.R. 981 gives Members the choice of participating in the Thrift
Savings Plan without receiving the Federal match. Again, the bill
doesn’t require anybody to do something nor does it prohibit any-
body from participating in anything. It simply says that Members
should have the option to invest in their future without having the
taxpayers contribute to that investment.

As you all may know, all three of my sons are active duty mem-
bers of the U.S. Army. They and their brothers and sisters of arms
also have a TSP program that they can contribute to. However, the
majority of service members do not receive any type, any type of
Federal match for their TSP contribution. I can’t fathom receiving
a TSP match while my kids and other service members fighting for
our freedoms don’t get a match of their own.

The Congress is Not a Career Act is not about denying anybody
benefits they are rightly entitled to. It is about allowing those of
us who don’t view this institution as a career and don’t think we
should get a pension for serving our country, who don’t think we
should be enriching ourselves while sitting in the People’s House
the ability to opt out of the Federal Employee Retirement System
and the Federal match to our Thrift Savings Plan. I was amazed
that you become vested in the Federal system after simply 5 years.

With that, I really want to thank this committee for listening to
all of us today in regards to how we can restructure and bring san-
ity back to the Federal Government. When we are at an all-time
low, it is about us acting to restore faith in this body that we so
proudly serve, the public of this United States, and with that, I
yield back the balance of my time.

[The prepared statement of Hon. Richard B. Nugent follows:]
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Committee on Oversight and Government Reform
Subcommittee on Federal Workforce, U.S. Postal Service, and Labor Policy
January 25, 2012

First, I want to take a moment to thank the Subcommittee and especially Chairman Ross and
Ranking Member Lynch for the opportunity to speak before you today.

When [ came to D.C. in 2010 for the new member orientation week, like everybody else, I met
with the benefits office to talk about healthcare benefits, the Thrift Savings Plan, and the pension
plans. During that meeting, I turned down the House health insurance plan. Ididn’t think I
should have any better benefits than anybody at the Sheriff’s Office. 1 did that because I believe
that I am here, representing the people of Florida’s 5™ Congressional District. Tam not here to
enrich myself but, rather, to serve my community, my neighbors, and my nation. That’s why, to
this day, my wife Wendy and I buy health insurance, which we pay for out of our own pockets.
This decision costs us about $9,000 a year. During that meeting, | also tried to opt out of the
congressional pension system, FERS, for the same reason. I also asked if there was a way to
contribute to the Thrift Savings Program without getting a government match for my investment.

Frankly, I was shocked when the benefits representative told me that I was legally required to
accept a Congressional pension, as long as 1 was here for at least five years. Similarly, I couldn’t
contribute to a TSP without a federal match. Even more, if I didn’t put a single penny into the
TSP, the government would still contribute a match of one percent of my salary, without any cost
to me.

Once [ was sworn in, I dug into this issue to figure out why, exactly, I was legally prohibited
from choosing not to participate in FERS. What I found out is that until 2004, all members of
Congress could opt to decline coverage under FERS. In fact, to this day, anybody elected to
Congress before September 30, 2003 continues to be able to decline FERS coverage. It is only
members of the House of Representatives, not Senators, entering office after September 30, 2003
who are legally obligated to participate in FERS.

Why are Senators allowed to opt out but not Representatives? Why are folks elected before
September 30, 2003 allowed to opt out but not after that date? Frankly, I don’t really know.

What I do know is that T was a cop for 38 years. For the last ten of those years, I was Sheriff of
Hernando County, Florida. That was my career. What I am doing here in the House of
Representatives is serving my country. As I see it, you get a pension for your career, not your
service. Congress is not and will not be my career. That is why [ introduced H.R. 981, the
Congress is Not a Career Act.

This bill would simply put members of Congress like me, elected to the House of
Representatives after September 2003, on the same footing with the people who have been here
Jonger than us. 1 want to make it clear that the Congress is Not a Career Act does not require
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anybody to give up a pension. Similarly, supporting my bill doesn’t commit you to opting out of
FERS. Tt just simply says that we should have a choice.

H.R. 981 also gives members the choice of participating in the Thrift Savings Plan without
getting a federal match. Again, the bill doesn’t require anybody to do something nor does it
prohibit anybody from participating in anything- it simply says that members ought to have the
option to invest in their future without having taxpayers contribute to that investment. As you all
may know, all three of my sons are active duty members of the Army. They, and their brothers
and sisters in arms, also have a TSP plan that they can contribute to. However, the majority of
service members do not receive any type of federal match for their TSP contributions. Ican’t
fathom getting a TSP match while my kids and other service members fighting for our freedom
don’t get a match in theirs.

The Congress is Not a Career Act is not about denying anybody benefits to which they are
rightly entitled. It’s about allowing those of us who don’t view this institution as a career, who
don’t think that we should get a pension for serving our country, who don’t think we should be
enriching ourselves while sitting in the peoples’ House, the ability to opt out of the Federal
Employee Retirement System and the federal match to our Thrift Savings accounts.

[ was amazed when I learned that I would become vested in the federal pension system after only
five years of serving in the House. At a time when Congressional approval is at near historic
lows and when we are being forced to cut even the most worth of federal programs, I believe my
bill would help bring some trust and respect back to the House of Representatives while also
saving the American taxpayers money, as small an amount as it may be compared to the big
picture.

Again, I want to thank the Subcommittee for offering me the chance to testify before you today.
When I introduced the Congress is Not a Career Act, | heard from a lot of people here in
Congress, back home, and even in the media that this bill would never go anywhere and get lost
in the jumble of the thousands of bills introduced in this House every year. This Subcommittee
hearing shows that those people were wrong, that we are committed to changing the way
Congress works from the inside, whether it is through H.R. 981 or any of the other bills we’re
discussing here today.

I appreciate this opportunity and I know my constituents in Florida’s 5" District, who have
almost universally supported this bill, share in my appreciation.

With that, I yield back the balance of my time.
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Mr. Ross. Thank you, Mr. Nugent.
I now recognize the gentleman from Illinois’s 10th Congressional
District, Mr. Dold, for 5 minutes.

STATEMENT OF HON. ROBERT J. DOLD, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF ILLINOIS

Mr. DoLD. I certainly want to thank the committee.

And Chairman Ross, thank you for holding the hearing.

Ranking Member Lynch, thank you.

I am here today to talk a little bit about the Congressional Integ-
rity and Pension Forfeiture Act, which is really an expansion of a
law that was signed the Honest Leadership and Open Government
Act in 2007, and while you have a copy of my statement, what I
thought I would do is just summarize the gist of it and why we are
putting forth this bipartisan piece of legislation.

Right now, you have the ability to, if you are a felon, to receive
a pension from the taxpayers of the United States. Congressional
Research Service has said over the past 50 years that we have had
Members of Congress that have been convicted of at least 16 dif-
ferent felonies, including receiving illegal gratuities, bribery, con-
spiracy, extortion, income tax evasion, embezzlement, theft of pub-
lic funds, and yet these individuals would be eligible to receive a
{)ension, at least until 2007, and that law became the law of the
and.

Unfortunately, it only covers Members of Congress while cur-
rently serving. We have had other instances and other instances
more recently in the State of Illinois where we have had former
Members of Congress that have gone on to hold elective office and
become—and I believe should be held to a higher standard by their
constituents that have violated the law and become felons, and yet
they are still eligible to receive their pensions from the American
taxpayer. I think this is wrong.

I think that if you violate a public trust and commit a felony
under the certain areas that have been provided, expanded, that
you should forfeit that pension. Right now, we are talking about
not a big sum of money—it is about $800,000 a year that if this
law were to have been enacted would not have to be paid out to
former Members of Congress.

I think this is a commonsense piece of legislation, one that
should pass the House by 435 votes and pass the Senate unani-
mously.

We continually hear about how Congress is passing laws that are
not holding themselves up to that law first and foremost, and I
hear that back in my district regularly, and I am confident that
most of you do as well. We need to be held, I think, to a higher
standard. And if we violate that public trust, we should absolutely
have skin in the game to say we will not be able to receive tax-
payer funded pensions for the remainder of our lives.

Now, I recognize that there is some misconceptions about what
the pensions are out there for Members of Congress, that you vest
in 5 years and that it is 1.7 percent, so it is not a huge sum of
money, but what it does do is it lets the American public know that
we, indeed, in this body will hold ourselves to a higher standard.
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This is an expansion of the already existing Honest Leadership
and Open Government Act. I think it makes a lot of sense. It is
one that I think we should act on actually immediately, and I don’t
want to belabor the point, so I am happy to answer your questions,
and thank you again for the opportunity to join you.

[The prepared statement of Hon. Robert J. Dold follows:]
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) 1/25/12
Statement by U.S. Representative Robert J. Dold
Tenth District, Illinois
House Oversight and Government Reform
Subcommittee on Federal Workforce, U.S. Postal Service and Labor Policy
Hearing on
“Retirement Readiness: Strengthening the Federal Pension System”

Thank you Mr. Chairman and Ranking Member Lynch for inviting me to testify at
today’s subcommittee hearing on how Congress can strengthen retirement benefits and
the pension system for federal employees.

Mr. Chairman, according to the Congressional Research Service, over the past 50
years, Members of Congress have been convicted of at least sixteen different felonies
including receiving illegal gratuities and bribery, conspiracy, extortion, income tax
evasion, and embezzlement and theft of public funds.

As trusted public servants, our constituents expect us to serve with the highest
level of integrity and expect that we be held accountable for our actions. Central to that
public trust is an understanding that Members of Congress who are convicted of public
corruption crimes should not be entitled to the benefit of a taxpayer-funded,
congressional pension.

However, Mr. Chairman, a recent National Taxpayers Union study estimates that
“federal lawmakers convicted of various crimes are currently drawing a combined
pension benefit of more than $800,000 per year.” This figure does not even include
convicted lawmakers who are so far ineligible for receiving their pension, or whose
public corruption cases are still pending in the courts. As elected officials, I believe we
must hold ourselves to a higher standard as we have pledged to uphold, protect, and
defend the Constitution and the laws of the United States.

On September 14, 2007, the Honest Leadership and Open Government Act (P.L.
110-81) was signed into law by President Bush after receiving broad, bipartisan support
in both the House and the Senate. This sweeping reform forces Members of Congress to
forfeit their congressional pension if they are convicted of any of ten covered public
corruption crimes.

Mr. Chairman, while the Honest Leadership and Open Government Act made
necessary changes to the rules governing a Member’s pension, the law holds that
Members only forfeit their pension if the crimes for which they were convicted occurred
while they served in Congress. Unfortunately, we have seen former Members of Congress
convicted of felonies following their congressional tenures. For instance, former
Congressmen John Rowland, and more recently, Rod Blagojevich, were both convicted
of public corruption crimes while they served as Governors of their respective states.
Both of these convicted felons who shattered the public trust however, Mr. Chairman,
remain eligible for their taxpayer-funded federal pensions.
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This is why I joined with my good friend and colleague from Hlinois,
Representative Quigley, to introduce H.R. 2162, the Congressional Integrity and Pension
Forfeiture Act of 2011. As the National Taxpayer Union study illustrates, current law
needs to be strengthened to ensure that both current and former Members of Congress
who breach federal corruption laws, and thus the public trust, do not receive a taxpayer-
funded congressional pension. No present or former Member of Congress deserves a
federal pension if he or she is convicted of a public corruption felony while still serving
in a publicly elected office, regardless of when they committed the corrupt act in
question.

Our legislation builds upon the Honest Leadership and Open Government Act to
prohibit a former Member of Congress from receiving a congressional pension if they are
convicted of a covered offense that occurred while subsequently serving in any publicly-
elected office — as the President of the United States, Vice President, or as an elected
official of a State or local government.

Additionally, the Congressional Integrity and Pension Forfeiture Act strengthens
current law by expanding the list of covered public corruption crimes to include twenty
additional public corruption crimes. Some additional offenses would include wrongfully
influencing or injuring an officer or juror, attempting to evade a tax, and willfully
violating laws related to the promise of appointment by a candidate. Mr. Chairman, in my
submitted record there is a full list of the twenty common-sense additions our legislation
seeks to add to the list of covered offenses.

Mr. Chairman, in the face of soaring deficits and a crippling debt, U.S. taxpayers
should not be on the hook for the retirement benefits of elected lawmakers convicted of a
felony. A breach of law by a trusted, elected official, is a serious offense that should have
serious consequences. This legislation will help in our ongoing efforts to restore public
trust in this institution and those who serve in it.

I thank you again for calling this important hearing and allowing me to come
before the Subcommittee to share this legislation designed to further protect taxpayers
from exposure to crimes committed by those they elect as representatives in Washington.
I would also like to thank the other Members here today who have also put forth serious
reforms to the Member pension program and who recognize the importance of protecting
taxpayers and restoring public trust.

My office will be happy to answer any additional questions about H.R. 2162.
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Offenses Requiring Forfeiture of Congressional Pensions

P.L. 110-181

Congressional Integrity and Pension
Forfeiture Act Additions

Title 18, section:

201: bribery of public officials and
witnesses,

219: acting as agents of foreign principals,
1343: wire fraud including as part of a
scheme to deprive citizens of honest
services,

1957: engaging in monetary transactions
in property derived from specified
unlawful activity,

1512: tampering with a witness, victim, or
an informant,

chapter 96: relating to racketeer
influenced and corrupt organizations,

371: conspiracy to commit offense or to
defraud United States to the extent that the
conspiracy constitutes an act to commit
one of the offenses listed above,

1621: perjury in relation to any offense
listed above, or

1622: subordination of perjury in relation
to any offense listed above

104(a) of the Foreign Corrupt Practices
Act of 1977: bribery of foreign officials

Title 18, section:

203: compensation to Members of
Congress, officers, and others in matters
affecting the Government,

204: practice in United States Court of
Federal Claims or the United States Court
of Appeals for the Federal Circuit by
Members of Congress,

286: conspiracy to defraud the Government
with respect to claims,

287: false, fictitious or fraudulent claims,
597: expenditures to influence voting,
599: promise of appointment by candidate,
602: solicitation of political contributions,
606: intimidation to secure political
contributions,

607: place of solicitation,

641: public money, property or records,
666: Theft or bribery conceming programs
receiving Federal funds

1001: statements or entries generally,
1341: frauds and swindles,

1503: influencing or injuring officer or
juror,

1505: obstruction of justice,

1951: interference with commerce by
threats or violence,

1952: interstate and foreign travel or
transportation in aid of racketeering
enterprises,

1956: relating to laundering of monetary
instruments, or

1962: prohibited activities/racketeering

Section 7201 of the Internal Revenue
Code of 1986: attempt to evade or defeat
tax
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Mr. Ross. Thank you, Mr. Dold, and in the interest of time and
pursuant to a previous agreement, we will not be asking questions
of the Members, but I believe, Mr. Connolly, you would like to
make a statement?

Mr. CoNNOLLY. No, Mr. Chairman. Well, thank you. I just want-
ed to participate.

I am very interested in hearing our colleagues and certainly will
take their proposals under advisement. I continue to believe on the
broader point in terms of public service, you know, we have fine,
upstanding civil servants who serve this country, whether they
wear the uniform or they don’t. And I would hope that we here in
Congress, as we talk about benefits and compensation, provide the
dignity and respect those civil servants have earned and that we
make sure that we take care to ensure that their compensation is
fair and reflects that dignity and respect.

And with that, I yield back, Mr. Chairman.

Mr. Ross. Thank you, Mr. Connolly.

I want to thank the Members for appearing today and thank you
for your efforts and look forward to working with you on these
pieces of legislation. This subcommittee now stands adjourned.
Thank you.

[Whereupon, at 11:25 a.m., the subcommittee was adjourned.]

[The prepared statements of Hon. Elijah E. Cummings and Hon.
Gerald E. Connolly and additional information submitted for the
hearing record follow:]
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Thank you, Chairman Ross, for yielding. T agree wholeheartedly with the comments
made by Ranking Member Lynch. The title of this hearing is “Strengthening the Federal Pension
System.” But the proposals being discussed do the exact opposite: they weaken the promises
made to Federal employees and are counterproductive to employee morale, retention, and

productivity.

Federal workers are the backbone of our government, They support our troops in the
battlefield and provide care upon their return. They protect our borders, safeguard our food
supply, ensure that seniors receive their Social Security checks, and track down terrorists like
Osama bin Laden. They carry out each and every federal program, service, and initiative,

Unfortunately, some in the majority want to reward Federal workers by extending their
two-year pay freeze, slashing retirement benefits, and arbitrarily reducing the size of the Federal

workforce.

The majority argues that Federal workers are overpaid. This is untrue, according to the
Bureau of Labor Statistics. They found that Federal employees are paid abowt 26% less than

their private sector counterparts with comparable skills and education levels.

Federal workers have already made tremendous sacrifices to address our nation’s budget
deficits. They have given up the equivalent of $60 billion, which was taken away in the current
two-year pay freeze. They have done their part, and now it is time for others to do theirs, The
only workable solution to our country’s budget deficit is a balanced one that includes shared
sacrifice, including from the most wealthy among us.

I stand with other Members on this side of the aisle in our commitment to oppose any
additional measures that would result in further cuts to Federal employee pay or benefits. The

work our Federal employees perform is simply too valuable to do otherwise.

I thank our witness for being here with us this morning and look forward to a constructive
debate on the true value of our dedicated Federal workforce,

Contact: Ashley Etienne, Communications Director, (202) 226-5181,
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Statement of Congressman Gerald E. Connolly
Federal Workforce and Postal Service Subcommittee
January 25", 2012

Once again, we are reminded of how easy it is to denigrate public service for short term political gain. We are
considering multiple federal pension proposals today, which are marginally different but identical in the sense
that they use disgust with Congress to attack federal employees and federal service.

Not so0 long ago, prominent members of both parties honored public service. President Kennedy called on
Americans to serve in the federal government, building on a civil service tradition which dates at least to the
Harding administration. Congressional leaders such as Senator Claude Pepper, Congressman Jack Brooks,
Senator Inouye, Senator Voinovich, Congressman McHugh, and my predecessor Congressman Tom Davis all
collaborated on bipartisan efforts to strengthen the civil service. Sadly, a special interest assault on public
employees has shattered that bipartisan consensus. Organizations like the American Legislative Exchange
Counsel, Heritage Foundation, and other anti-public employee groups have served as a front for wealthy
ideologues like the Koch brothers to attack hard working public servants. Those same funders have eliminated
Republican moderates in Congressional and state legislative primaries, leading to increased factionalism and
gridlock both in the federal and state legislatures.

Today we are harvesting the fruit of those efforts, as several members propose legislation to reduce public

pensions under the guise of fiscal responsibility. These legislative proposals seek 10 alienate average citizens

from their government by portraying federal employees and members of Congress as overpaid and out of touch.

Instead of tearing down federal employees, we should be asking how to implement economic policies which
suld provide greater retirement security for public and private sector pensioners alike.

The stock market collapse and subsequent Great Recession is a timely reminder of the risks of replacing defined
benefit with defined contribution pensions, not to mention privatization of Social Security. Eliminating defined
benefit portions of the Federal Employees Retirement System could expose patriots across the country to
economic dislocation or privation during periods of economic downturns, as stock-based savings can decline
dramatically in value. Although some portray federal employees as an inside-the-beltway cabal, in reality 85%
of civil servants do not live in this region. Alaska, Texas, and Wyoming are among the states with relatively
high percentages of federal employees. Federal civilian employees guard the border in Arizona, protect
agriculture from invasive pests through port inspections in California, and track down internet child predators
all over the world. While continued attacks on federal employees may inflame one party’s base, the longer term
results are degradation of quality of life and real threats to public safety across America.

Regrettably, this Subcommittee has not held a single hearing on the pressing issue of recruiting and retaining
federal employees to replace retiring baby boomers. I request respectfully that this be the subject of the next
hearing on federal workforce issues. Using a combination of aggressive recruitment, such as through improved
internship programs, and comprehensive retention strategies, including improved deployment of telework, we
could provide better, more efficient services to Americans. We won’t accomplish this objective if we remain
fixated on the Republicans’ one trick pony which continues to trample the honor of federal employees and
federal service.
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4 MNational Taxpayers Union

Congressional Retirement Age Act of 2011

May 20, 2011
By Pete Sepp

The Honorable Sherrod Brown
United States Senate
Washington, DC 20510

Dear Senator Brown:

On behalf of the 362,000-member Nationat Taxpayers Union (NTU), | write to offer our strong support for your
legislation, S. 742, the Congressional Retirement Age Act of 2011. If enacted, your sensible bill would link the eligibility
age of defined-benefit pensions for Members of Congress to the retirement age for Social Security.

NTU has long taken an interest in reforming Congress’s retirement system, which is among the most generous
offered at any level of government. As a Congressional Research Service (CRS) report from 1993 demonstrated,
lawmakers could, under some circumstances, enjoy a replacement rate of “high-three” salary averages that bested
those for a similarly-salaried executive branch employee, by 50 percent or more. This difference aside, the very
structure of the plan has incited the public's ire to a degree matched only by Congress's provision for automatic salary
adjustments.

Over the past several decades, we have advocated for policies such as fimiting the Congressional plan’s Cost of
Living Adjustments, harmonizing the accrual rate of the benefit formula with that of rank-and-file federal employees, or
eliminating the defined benefit portion altogether in favor of a modified defined contribution arrangement under the
federal Thrift Savings Plan (our preferred option). Your legistation would approach reform in a novel and commendable
way, by setting a new retirement age for the system based on that of Social Security's. This one change, while
seemingly small, would actually make a great deal of progress toward the more equitable outcomes taxpayers seek.

Throughout its institutional history of pursuing greater accountability for Congressional perquisites, NTU has
provided detailed projections of individual lawmakers’ retirement benefits as a public service, owing to federal officials’
refusal to do so by invoking privacy concerns. During this time, we have discovered that multi-milfion-doliar lifetime
payouts for Members of Congress are not solely the result of high accrual rates applied to extraordinary lengths of
service. In many cases, they are the product of an extremely lucrative early retirement option. For example, although
Executive Branch workers under the Federal Employees Retirement System can look forward to an unreduced pension
at age 60 after 20 years of service, Members of Congress may do so as early as age 50,

The time has come for a substantial overhaul of the Congressional retirement package, and 8. 742 1s the ideal
tool with which to begin the task. CRS estimated that at the beginning of October 2008, defined benefit payments to
former Senators and Representatives would amount to more than $26 million for the year ahead. The typical
Congressional retiree's lifetime payout far exceeds his or her contributions into the plan, creating a significant subsidy
from taxpayers — many of whom, in turn, must fund their own retirements to a large degree. Your legisiation would heip
to relieve part of this burden, and provide leadership-by-example on one of the most important issues facing America
today: retirement funding.

To be clear, NTU believes that fundamental changes to Social Security are necessary for the program’s (and
the nation’s) future survival, including acceleration of the retirement age, more realistic benefit-calculation processes,
and means-testing. Our members are aiso greatly concerned about the sustainability of government employee
retirement plans, and have been among the most vocal proponents of introducing “pay up-front” defined contribution
systems at the state and local level In our view such proposals (even in the presence of the Thiift Savings Plan)
deserve consideration at the federal level too.

We understand that you may not share these goals, but whatever our respective aims may be, we can agree

file:///M:/Hearings/112th%20Subcommittee%20Hearings/Federal %20 Workforce,%20U.S....  2/28/2012
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that Congress should strengthen its fiscal and moral credibility with the American people by bringing an appropriate
measure of resiraint o its own retirement system. Likewise, we hope that all of your colleagues, regardiess of their
philosophies toward Social Security and other government retirement programs, can see the wisdom in cosponsoring
and passing S. 742. You have offered one of the few serious attempts to reform Congressional pensions in recent
memory, and our members look forward to helping you enact your legislation in this session. A roll call vote in favor of
the Congressional Retirement Age Act of 2011 will be included as a pro-taxpayer vote in NTU's annual Rating of
Congress.

Sincerely,
Pete Sepp

Executive Vice President

108 North Alfred St. Alexandria VA 22314
Phone: 703.683.5700 | Fax: 703.683.5722 | E-mail: nfu@ntu.org
© 2009 National Taxpayers Union & NTUF. All rights reserved.
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Mr. Charles Grimes

Page 2

Questions for Mr. Charles Grimes
Chief Operating Officer
The Office of Personnel Management

Chairman Dennis Ross
Subcommittee on Federal Workforce, U.S. Postal Service and Labor Policy

Hearing on "Retirement Readiness: Strengthening the Federal Pension System”

3

4)

)

6)

How much do employing Federal agencies contribute toward an employee’s total retirement
savings (including OASDY!, FERS, and TSP match) as a percentage of salary?

How much do employing agencies pay as a percentage of the total service cost of FERS benefits?
For what percentage of the FERS service cost are employees responsible?

The Cominittee believes strongly in the importance of transparency in government. Can OPM
comment on how defined benefit plans, which pay an annuity 30 to 40 years after the benefits are
first accrued, disguise the true cost of our Federal workfotce, especially when the public attempts
to compare salaries? Would the Administration support a shift toward a defined contribution plan,
which pays out benefits upon accrual and eliminates future Government Hability, as consistent
with its *Memorandum on Transparency and Open Government™?

OPM’s mission is to “recruit, retain, and honor a world-class workforee to serve the American
people.” As other employers look to attract younger professionals, they have moved to defined
contribution plans that offer greater flexibility and employee control. Gwinnett County, Georgia,
for cxample, carried out recruitment studies before moving to a defined contribution plan and
found it would help meet their goal of recruiting young professionals.

Has OPM studied whether its current pension system meets the needs of recruiting a 21 century
workforce? Does the lack of a defined contribution plan, similar (o those found in the private
sector, create succession risks for the Federal workforce?

OPM’s actuaries calculate the service cost of providing FERS and CSRS benefits. The
Committee noticed that the service cost increased nearly every year for the past four or five years
for which data is readily available. This additional cost is paid for entirely by, in the case of
FERS, the employing agency and in the case of CSRS, transfers from the general fund.

Can OPM provide the Committee with a list of the service cost of each year for the past 10 years?
Docs OPM expect the service cost, and by extension the cost to taxpayers, of providing pension
benefits to continue rising?

Eliminating the FERS supplemental annuity would save the retirement fund nearly $255 million a
year, The President supports this, and the House passed a provision eliminating it Jast month.
Does OPM suppaort the elimination of the FERS supplemental annuity? What is OPM’s
Jjustification for providing an extra $600 a month, on average, for thosc employees whao retired
prior to reaching Social Security’s retivement age?
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Mr. Charles Grimes
Page 3

7} Processing retirement applications is an expensive and time consuming process. OPM will spend
$91 million this fiscal year to run its retirement systems and the average annuitant will wait four
and a half months before he or she receives the first full check. Additionally, OPM wasted $180
million in overpayments in 201 1. How do these overhead costs compare to similar state pension
systems? Could the government significantly reduce administrative costs by moving to a defined

contribution plan?
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Post-Hearing Questions for the Record
Submitted to Mr. Charles D. Grimes 111
Chief Operating Officer
U.S. Office of Personnel Management

From Chairman Dennis Ross
Subcommittee on Federal Workforce, U.S. Postal Service and Labor Policy

Hearing on “Retirement Readiness: Strengthening the Federal Pension System”
January 25, 2012

1) Answer: The numbers below do not reflect the temporary reduction in OASDI for 2011 and
first two months of 2012 as a result of passage of the payroll tax relief.

FERS Employee Contributions as a Percent of Pay

Fiscal Year 2012

FERS
Defined TSP
Benefit*  Average**  OASD{*** Total
Emplover Contribution
Regular FERS 11.9% 4.3% 6.2% 22.4%
Reserve Technicians 14.9% 4.3% 6.2% 25.4%
Air Traffic Controllers 26.0% 4.3% 6.2% 36.5%
LEOQ & FF 26.3% 4.3% 6.2% 36.8%
Congressional Employees 16.7% 4.3% 6.2% 27.2%
Members of Congress 18.3% 4.3% 6.2% 28.8%
Employee Withholding
Regular FERS 0.8% 7.0% 6.2% 14.0%
Reserve Technicians 0.8% 7.0% 6.2% 14.0%
Air Traffic Controllers 1.3% 7.0% 6.2% 14.5%
LEQ & FF 1.3% 7.0% 6.2% 14.5%
Congressional Employees 1.3% 7.0% 6.2% 14.5%
Members of Congress 1.3% 7.0% 6.2% 14.5%
Total Cost
Regular FERS 12.7% 11.3% 12.4% 36.4%
Reserve Technicians 15.7% 11.3% 12.4% 39.4%
Air Traffic Controllers 27.3% 11.3% 12.4% 51.0%
LEO & FF 27.6% 11.3% 12.4% 51.3%
Congressional Employees 18.0% 11.3% 12.4% 41.7%
Members of Congress 19.6% 11.3% 12.4% 43.3%
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* FERS Contributions are effective rates as of beginning of Fiscal Year
2012
** OPM does not maintain TSP; averages are estimated from 2002 data obtained from Thrift Board
*** QASDI contribution up to maximum wage base ($110,100 in 2012);
through Feb 2012 OASDI rate is 4.2%

2) Answer: The numbers below do not reflect the temporary reduction in OASDI for 2011 and
first two months of 2012 as a result of passage of the payroll tax relief.

FERS Employee Contributions as a Percent of Total

Fiscal Year 2012

FERS
Defined TSP
Benefit*  Average** OASDI*** Total

Employer Contribution / Total Cost

Regular FERS 94% 38% 50% 62%

Reserve Technicians 95% 38% 50% 64%

Air Traffic Controllers 95% 38% 50% 72%

LEQ & FF 95% 38% 50% 72%

Congressional Employees 93% 38% 50% 65%

Members of Congress 93% 38% 50% 67%
Employee Withholding / Total Cost

Regular FERS 6% 62% 50% 38%

Reserve Technicians 5% 62% 50% 36%

Air Traffic Controllers 5% 62% 50% 28%

LEO & FF 5% 62% 50% 28%

Congressional Employees 7% 62% 50% 35%

Members of Congress 7% 62% 50% 33%
Total Cost

Reguiar FERS 100% 100% 100% 100%

Reserve Technicians 100% 100% 100% 100%

Air Traffic Controliers 100% 100% 100% 100%

LEQO & FF 100% 100% 100% 100%

Congressional Employees 100% 100% 100% 100%

Members of Congress 100% 100% 100% 100%

* FERS Contributions are effective rates as of beginning of Fiscal Year
2012

** OPM does not maintain TSP; averages are estimated from 2002 data
**% OASDI contribution up to maximum wage base ($110,100 in 2012);

2
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through Feb 2012 OASDi rate is 4.2%

3) Answer: OPM also strongly believes in transparency in government, and notes that
transparency of costs was a principal goal in establishing the FERS structure. FERS was
designed so that the full cost of FERS is not only recognized but is also actually paid at the time
service is performed. Nothing is hidden or disguised.

OPM does not support a conversion from the current hybrid structure that incorporates both
defined benefit and contribution aspects to a pure defined contribution structure.

4) Answer: The current FERS hybrid retirement structure is one of the Government's strongest
recruitment and retention tools. This three part hybrid structure consists of a defined benefit
element (FERS), a defined contribution element (TSP, the Thrift Savings Plan), and Social
Security coverage.

This hybrid structure was designed to addresses multiple requirements of creating a 21st century
workforce, Contrary to the question, it in fact does include a fully portable defined contribution
element to respond to today's more frequently transient workforce. However, the Government
also has many long-term programs that can most effectively be administered by long-term career
employees. As noted by one of the other witnesses in response to a question at the hearing, a
defined benefit plan is a very strong retention incentive for mid-career employees. Thus, the
hybrid nature of the FERS structure responds well to all aspects of recruitment and retention.

5) Answer: Below is a history of the dynamic normal cost for CSRS and FERS from 1987
forward. The normal cost effective beginning FY2012 is the level percentage of pay that would
be expected to fully fund the value of the benefit provided if paid from date of hire. This normal
cost percentage is based the current assumptions recommended by OPM’s Board of Actuaries.
Recent increases 1o the normal cost are due primarily to the adoption of assumptions that are
more conservative in the aggregate reflecting changes in participant experience and future
economic rates. These assumption changes include lower nominal and real interest rates,
increased assumed real salary increases, and increased longevity (lower mortality rates). The
increase in the FERS normal cost effective in 2011 also included a cost associated with a FERS
plan amendment in the 2010 Defense Authorization Act allowing credit for unused sick leave
toward the FERS benefit,

There is no change to the current normal costs in process of being implemented at this time. A
change in the normal costs percentages could occur if and when OPM revises its underlying
assumptions as to future economic and demographic factors effective the retirement system,
based on plan experience and the future recommendations of our Board of Actuaries.

Effective Fiscal

Year 1987 1988 1992 1995 1998 2002 2005 2008 2011 2012
Normal Cost:
Regular CSRS 34.8% 289% 283% 251% 242% 244% 25.0% 252% 25.8% 26.0%
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Regular FERS 161%  138% 137%  122% 1L5%  115%  120%  12.0%  125%  12.7%

Underlying
Assumptions

Long Term Annual

; 5.00%  5.00%  3.00%  4.50%  4.00%  375%  3.25% 350%  3.50%  3.00%
Inflation

Long Term Annual

6.50%  7.00% 7.00%  7.00% 7.00%  6.75% 625% 625% 625% 5.75%
Rate of Interest

Long Term Annual
Rate of Salary 5.50% 5.00% 5.00% 4.50% 425% 4.25% 4.00% 425% 425% 3.75%
Growth

* Change in
Demographic *
Assumptions
# Change in Plan

- #
Provisions

6) Answer: While the President’s Budget proposes to eliminate the FERS supplemental benefit
for new employees (other than for employees subject to mandatory retirement), we believe it
would not be appropriate to deny this benefit to current employees who have been employed
with the promise that this would be available to them.

7) Answer: OPM’s administrative costs over the 10 year period from FY2001 through FY2010
averaged approximately 0.27% of benefits. This includes all outlays for contract costs during
that period. By comparison, data on a number of state pension plans is as follows, although
several of these offices are responsible for broader and more centralized administrative
responsibilities including preparing retirement-eligible public employees for retirement and
assembling retirement applications: Arkansas 2009 (1.83%), Maryland 2003 (1.44%), Florida
2009-11 (1.27%), Tilinois 2007 (the lowest at 0.95%), Louisiana 2008 (1.70%), Colorado 2004
(1.76%), and California CALPERS 2010-11 (the highest at 2.47%).
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February 21, 2012

Representative Dennis Ross

Chairman, Subcommittee on the Federal Workforce, US Postal Service and Labor Policy
Committee on Oversight and Government Reform

2157 Rayburn House Office Building

Washington, DC 20515

Dear Chairman Ross:

As requested, T am replying to questions following my testimony before the
Subcommittee on the Federal Workforce, U.S. Postal Service and Labor Policy on
January 25, 2012, at the hearing entitied, “Retirement Readiness: Strengthening the
Federal Pension System.” Thank you again for the opportunity to testify.

My responses to the provided questions are below. Please let me know if there are any
further questions regarding my testimony or the information provided below.

Sincerely,

David Snell
Director, Retirement Benefits

CC: Representative Gerry Connolly, Ranking Member

National Active and Retired Federal Employees Association
www.NARFEorg | 608 N. Washington Street, Alexandria, VA 22314 | phone 703-838-7760 | fax 703-838-7785
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Q: Mr. Snell, what percentage of federal employees live outside of the National Capital
Region?
A: Approximately 85 percent of all federal workers live outside of the National Capital
Region.

Q: Mr. Snell, some people seem to believe that federal employees are generally office
workers, Can you give some examples of what the 85% of federal employees who don’t
live here do every day?

A: Just a few examples include postal employees who deliver the mail six days a week,
U.S. Forest Service employees who fight fires and U.S. Customs and Border Protection
agents who are responsible for protecting our borders and guarding our ports. Air travel
is kept safe and secure by employees of the Transportation Security Agency and Federal
Aviation Administration. Agents for the Federal Bureau of Investigation bring child
predators to justice while Federal Bureau of Prisons employees keep them behind bars
and off the streets.

Q: Mr. Snell, some have suggested eliminating the defined-benefit portion of federal
employees’ retirement savings, What would happen to federal employees who retired,
say, during the recession in 20097

A: During the recession in 2009, Federal Thrift Savings Program (TSP) accounts
declined 40 percent in value. If defined benefits were eliminated, a middle-class federal
retiree would be dependent only on Social Security benefits and TSP investments. For a
GS-9 firefighter, who retired at a $50,000 annual salary that means a loss of $9,000 per
year in retirement benefits. Also, widows and orphans of federal employees killed in the
line of duty would be devastated if the defined-benefit portion were eliminated.

Q: Mr. Snell, since the federal pay freeze has been in place, have private sector salaries
grown or shrunk relative to federal salaries?

A: According to the Bureau of Labor Statistics, prior to the recession, federal employees
earned, on average, 22 percent less then their private-sector counterparts. An updated
review shows that federal employees, on average, carn 26 percent less.
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